








SUR LAB. AMERICAN LIFE CONVENTION EDITION 


THE EASTERN a 


EXTRA EDITION (SUCCEEDING THE JOURNAL OF INSURANCE ECONOMICS, ESTABLISHED IN _ 1899) EXTRA EDITION 
A WEEKLY NEWSPAPER INTERPRETING THE TRUE SPIRIT OF INSURANCE 
Published by The Eastern Underw 4 . 86 Fulton Stre New York, N. Y. 
Entered as second class itter April 5, 1907, it the Post shaper e New Ye ery “ay <. under the act of Con ss, March 3, 1879 
‘Twenty-Fourth Year; No. 45 NEW YORK, SATURDAY, OCTOBER 18, 1924 $3.00 a Year; 25c. per Copy 


























A Company with Friends Everywhere 


The agent who is selling insurance in this 
Company, which for seventy-three years has 
been rendering unexcelled service, does not 
work alone. Wherever he may be, he finds 
enthusiastic friends ready to help him by 
testifying that there is no better company in 
the land than the old Massachusetts Mutual. 


Its enviable record for service and the low 





net cost of the protection furnished make a 
combination that assures success to any real 
worker in the field. 








MASSACHUSETTS MUTUAL LIFE INSURANCE COMPANY 
SPRINGFIELD, MASSACHUSETTS INCORPORATED IN 1851 





MORE THAN A BILLION DOLLARS OF INSURANCE IN FORCE 
































Perfect Protection Opportunities 


TRONG men seldom appreciate the need of life insurance until it is prop- 

erly brought to their attention. A wave of the hand and great wheels 
begin to turn for them. A finger on a button and men spring to do their bid- 
ding. In factory or office, in industry or finance men scorn the need of pro- 
tection. “Phe lesson of lite insurance must be driven home to them. Never 1s 
it sought over the counter, but alwaysit must be sold. And because it takes big 
strong men to meet other big strong men, life insurance presents big oppor- 
tunities, 


Not so many years ago the life insurance business was considered a place for 
the derelicts of other businesses; men fit for nothing else could eke out a living 
peddling policies to their friends. But today the business of life insurance looks 
for successful men of affairs. Vhe life insurance agent of this day and age 
must be aman of vision. Ile must be a fighter. Ile needs brains. He must 
have resource, wisdom and wit. Tle must be tactful and well-mannered. And 
surely he must be a well-dressed and polished man of the world. In fact, he 
must have every qualification necessary to a big business executive. “To such 
inen the business of selling life insurance does indeed offer wonderful oppor- 
tunities. lor such men there is no business offering greater independence and 
larger income than life msurance. 


To such men the Perfect Protection offered by the Reliance Life Insurance 
Company of Pittsburgh, Pa., only adds to the possibilities which already stretch 
before them. Perfect Protection to them means easier sales and better satisfied 
clients. It means a larger field of prospects, it means less objections to be over- 
come. All this because the Perfect Protection Policy has been developed with 
the greatest care to give its holders protection at every possible point. Perfect 
Protection policies give to their owners the peace of mind that comes from the 
absolute knowledge that every contingency is provided for. 





These advantages are for every man to seek. A word to the company will 
bring you complete information. If the business of life insurance offers great 
opportunities, and it does, add to those opportunities a connection with the 
Reliance Life. 


, 


The RELIANCE LIFE INSURANCE COMPANY 


of PITTSBURGH, PENNA. 
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Dignity and Satisfaction Prevailed 
In Nineteenth Annual Meeting of 
The American Life Convention Held 


in New Orleans. La.., This Week 


No Criticism of Advertising Programs or Agency Department Ethics 








Present Method of Taxation Held to Work Unfairly for the Smaller and Younger Com- 
panies On Account of High Reserve Interest by Commodore A. L. Key, Vice-Presi- 
dent, Volunteer State Life; Point Raised Shown to Work in Opposite Direction 
Through Comparison of Volunteer State Life and Mutual Benefit Life 
Figures by E. E. Rhodes, Vice-President of Latter Company: William 
BroSmith, Vice-President The Travelers, Continues Exposure of 
Non-understandable Practices Found in Present Depart- 
mental Supervision of the Business 


By CLARENCE AXMAN 


(Special to The Eastern Underwriter) 


New Orleans, Oct. 15—The American 
Life 
panies representing thirteen and a half 
billions of insurance in force and assets 


Convention comprised of com- 


of nearly two billions has been in ses- 
sion here this week with company ex- 
ecutives present from all parts of the 
country. 
The 
Presidents 


of Life 
Vice-President 


Association Insurance 
sent Harry 
M. Cutler of the National Life of Ver- 
mont, Montpelier, Vt.; George L. Wil- 
liams, vice-president of Union Central 
Life, Cincinnati, Ohio; and T. J. Tyne, 
second vice-president of National Life 
and Accident, Nashville, Tenn. 

These conventions always start with 
a two-days’ legal session and the general 
opinion here is that not only in the legal 
section but also in the main convention 
heard an unusually good collection of 
Life 
addresses and that whoever designed the 
program had made a good job of it. 


the American Convention has 


Moreover, the papers have been lis- 
tened to with the closest attention while 
the attendance was excellent. 

Harmony prevails in the convention 
with the exception of the fact that a 
couple of large mutual companies—The 
Mutual Benefit, Newark, and the Phoe- 
mx Mutual Life, Hartford—are going to 
drop out of the service bureau, but that 
question is coming up for discussion at 
the executive committee meeting on 
Thursday night. 

At this convention there has been none 
of the lobby groupings at which the ham- 


mer has been swung at certain companies 
as was the case last year when adver- 


tisements of a couple of companies for 
men had angered the main body of the 
convention. 

Cyrus Kk. Drew, editor of “Insurance 


Report,” Denver, Colo., pulled off a 
novelty here by getting out a special edi- 
tion of his paper entirely devoted to in- 
vitations extended to the American Life 
Convention to hold its next annual con- 
vention in Denver. 

Even the insurance commissioners of 
the surrounding states to Colorado were 
included in the cordial welcome extended. 

The Capitol Life of took a 
two-page big-type advertisement telling 


Denver 


how pleased the people of Denver would 
be if the convention came there. 

So far this chronicler has not heard a 
criticism 


word of of any advertising 


which has appeared in the insurance 


papers or of any company for swiping 
In short the 
entire atmosphere of this convention is 


men of other companies. 


one of dignity and satisfaction that such 

a fine list of speakers has been handed 

out. 
The 


discussion until the tax paper of Com- 


convention went along without 
modore A. L. Key of the Volunteer State 
Life, Chattanooga, Tenn. was read. 
This, a very erudite carefully prepared 
paper in which the commodore acted as 
spokesman for the smaller companies, is 
printed in full in another part of this 
issue. 
Commodore Key pointed out the 
burdens on life insurance, some of which 
he thought were unnecessary. He 
thought the smaller and younger com- 


panies by reason of their reserves being 


carried on high interest basis pay more 
than their just proportion of the tax 
while those companies which carry their 
reserves on low interest basis which in 
general are the old and large companies 
pay less than their just proportion of 
the tax. 

He asked why should not the major 
deduction for each company be simply 
the interest required to maintain its re- 
serves which would be absolutely fair 


He also 


said that since the existing law proposes 


to all companies in his opinion. 


to tax the net income from interest, 
dividends and rents, it appears to be al- 
together unsound and illegal to permit 
a deduction to be made of dividends 
from stock. 

Eo.E: 
Mutual Benefit, of Newark, opened the 
Mr. Rhodes did not think 
that the present tax law discriminates in 
He rested 
his case upon a comparison of the tax 
paid by the Mutual Benefit with that 
paid by the Volunteer State Life, both 
companies being fairly representative of 


their class. 


Rhodes, vice-president of the 
discussion. 


favor of the large companies. 


The Volunteer State Life’s tax for 
business of 1923 was approximately $23,- 
000. The Mutual Benefit’s tax was 
$504,000, or 22 times that of the Volun- 
teer State Life. 

The Mutual Benefit’s assets are forty- 
five times those of the Volunteer State 
Life. 

The Mutual Benefit’s interest receipts 
for 1923 were five and one-tenth per 
cent. of its invested assets. 


The Volunteer State Life’s interest 
receipts were 7.41 per cent of its inter- 
est assets. 


Mr. Rhodes 


had the 
Volunteer 


Mutual 
same interest earnings 
State Life had its tax 
would have increased from $504,- 
000 to $1,470,000, or sixty-four times the 
tax of the Volunteer State Life, although 
the Mutual Benefit assets are only forty- 
five times those of the Volunteer State 
Life. 


said that if the 
Benefit 
as the 


been 


the situation 
with large companies and reference to 


Continuing to discuss 


the tax Mr. Rhodes said: 

that the 
advantageous to the smaller rather than 
the larger companies. 


“[ have maintained tax is 


“If we take the period from 1909 when 
we first had an income tax to 1923 and 
apply the old law to these fifteen years 
cur taxable would have been 
eleven million, but if we apply the new 
law to the same period our taxable in- 
come would eighteen 
millions, or over sixty per cent more 
than it would have been under the old 
law for the same period. 

a 


income 


have been over 


“I doubt if there is any small com- 
pany that can show the same percentage 
of increase in taxable income under the 
new law.” 

George Graham, Central States Life, 
St. Louis; Senator Isaac Miller Hamil- 
ton, Federal Life, Chicago; and others 
participated in the tax discussion. 

William BroSmith, the American Mer- 
cury of the business, the 
champion anti-bunk speaker, was one of 
the speakers at the afternoon session 
and he had another of his famous plain 
speaking papers which he had captioned 
“Cross Currents in Insurance,” and in 
which he analyzed some of the incon- 
sistencies in insurance department super- 
vision. 


insurance 


Mr. BroSmith is friendly with all the 
insurance commissioners — exchanges 
cigars with all of them—but there is an 
awful lot about insurance departmental 
supervision which he cannot get through 
his head. 


At the White Sulphur Springs, W. 
Va., convention of the casualty people 
a few weeks ago, he told how much like 
a cross-word puzzle was the attempt to 
solve conflicting positions by the various 
states relative to coverage and today he 
went into the question of bonuses, con- 
vention trips and other matters which 
have come under insurance departmental 
attention during the year. 


For instance, he could not see why 
life insurance agents cannot bring their 
wives with expenses paid to a conven- 
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while the insurance departments 
had not the same ruling relative to cas- 
ualty 

He thought that the 


missioners justify themselves only when 


tion 


agents. 


insurance com 


they supervise the companies and never 
when they interfere with the administra- 
tive activities of honestly and efficiently 
run companies. 

Mr. BroSmith did not have so much 
luck with his delivery here as he did in 
White Sulphur Springs when the only 
noise on the balmy air in that placid 
rumble of a 


resort is the occasional 


balky motor. 

Just as he was diving into the most 
interesting part of his talk about con 
vention expenses a trip hammer and 
steam exhaust in neighborhood construc- 
tion work started in action and in the 
that of what Mr. 


BroSmith said was drowned. Eventually 


duel followed some 
he outtalked the riveting machines and 
could be heard in all parts of the hall. 


[he members of the newspaper fra- 


ternity who attend the many conven- 
tions are going to give medals to two 
of their favorite speakers at this con 
vention — Messrs. William BroSmith, 


vice-president and general counsel of the 
Pravelers, and EF. E. Rhodes, vice presi- 
dent of the Mutual Benefit, for courage 


in public speech, for brevity and concise 


ness and for calling a spade a spade. 
Right or wrong, diplomatic or untact 
iul, they speak their minds. 


Reynolds called 
today A. B. 


attorney of 


President J. B. 
the convention to 
Howell, as 
Orleans, was introduced. 

He said that New 
port of the 


\iter 
order 
‘istant city New 
Orleans was the 
United States and 
was constantly growing in importance. 


second 


He said the south had awakened and 
that the new 
Go South 


slogan of the country is 
Man, Go South.” 
stated that New Orleans 
is in the van in all progressive and 


Young 


Continuing, he 


economic movements. 
Ellis, president of the 
Life, 


Crawford H. 
Pan-American New Orleans, also 


New 


Orleans in the family of American cities. 


discussed the present position of 


In talking about its port advantages 
he said that boats which had gathered 
barnacles on their bottoms after some 
time at sea could come to New Orleans 
and the fresh water would clean off ‘the 
barnacles, thus making trips to the dry- 
dock for that purpose unnecessary. 

Mr. Ellis also praised the work which 
Joseph B. Reynolds, president of the 
Kansas City Life had done for the 
American Life Convention, as Mr. Rey- 
nolds is one of the founders of the con- 
vention and was its first president. 

Robert J. Merrill, vice-president of the 
United Life & Accident, Concord, N. H., 
and former insurance commissioner of 
New Hampshire, acted as spokesman 
‘for the convention in expressing its 
pleasure in being in New Orleans. 

Frank S. Whitten, president of the 
New Orleans Life Underwriters Asso- 
ciation, was introduced to the conven- 
tion and made a short and well phrased 
talk. 

The addresses of President J. B. Rey- 
nolds and Secretary T. W. Blackburn 
followed. 

It developed that Secretary Blackburn 
during the year had visited the home of- 
fices of all but seven companies in the 


American Life Convention. 





American Service Bureau Will 
Be Continued by Convention 





Members Vote Three to One to Follow Recommendations of 
Stevens Special Committee; Executive Committee to Control 
Bureau in Future; Special Disability Committee Urges 
Adequate Rates to Cover the Provision; Constitution of 
Convention Amended to Admit Canadian Companies 


New 


can Service 


Oct. 16.—The 
Bureau will be 
by the American Life Convention. 


Ameri- 
continued 
This 


was decided here tonight by a vote of 


Orleans, 


sixty-six in favor, against twenty-two 
Thus the 
American Life Convention sustained the 


recommendations of the 


to discontinue the Bureau. 


special com- 
mittee appointed to make a study of the 
Bureau and 


consider the wisdom of 


continuing it as a Convention function. 


The committee’s recommendation con- 
tained a proviso that the American 
Life Convention executive committee 
shall hereafter have control and full 


charge of its affairs, and that member 
companies should patronize the Ameri- 
can Service Bureau wherever and when- 
ever possible. 

The poll 
companies failed to vote. It was rumored 


showed that five member 


(Continued on page 22) 


George Graham Elected President 
of American Life Convention 


New Oct. 16. 
ham, who is the next president of the 
Life 
holds the position of vice president of 
the Central States Life, St. Louis, Mo. 
Scotch 
dot the life insurance horizon and with 


Orleans, George Gra 


American Convention, and who 


is one of those actuaries who 
out whom something would be strangely 
amiss in the life insurance heavens. 
Incidentally he got 
apprenticeship 
two of the 
actuarial 


his 





under 
country’s 
wizards, Arthur Hun- 
ter, New York Life, 
and Henry Moir, now 
president of the 
United States Life. 
He has applauded the 
imbibed 

from 


stories and 
information 
each. 

His early training 
was in Scottish offices 
and before leaving 
the other side he was 
admitted a Fellow of 
the Faculty of Ac- 
Scotland 
by examination. 

It was just eighteen 
that he 
coun- 


tuaries of 


years ago 
came to this 
try, going to work 
for the New York 
Life under Mr. Hun- 
ter and later he be- 
¢ame an assistant to 
Henry Moir. 

He next fell under 
the spell of the per- 
sonality of the late 
Thomas F. Daly, 
president of the Cap- 
itol Life of Denver, 
Col., which resulted in his going to Den- 
ver as actuary and assistant secretary 
of that live if not gigantic company. 

Next he became actuary of the Illinois 
insurance department under the Fred 
W. Potter regime. He returned to com- 
pany work with the Missouri State 
Life, and is now vice president of the 
Central States Life of St. Louis. 

Mr. Graham is a fellow or an asso- 
ciate of five different actuarial societies 


and a welcome speaker at each. 


Puddling over figures for life insur- 


ance companies seems to sharpen mens 


wits and Mr. Graham is as good 


humored and as witty as the other ac- 


tuaries, which is saying a lot, for they 


are the clubbiest crowd in the insur- 


ance business. 
details of Mr. 


To get back to the 


GEORGE GRAHAM 


Graham's biography, he was elected 
vice president of the American Institute 
of Actuaries in 1918 and president from 
1920 to 1922. 

He has twice served as a member of 
the executive committee of the Ameri- 
can Life Convention. 

Mr. Graham is another of that illus- 
trious alumni of the George Watson 
School for Boys at Edinburgh, Scotland. 
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Louisville 
Gets Next 
Meeting 

New Orleans, Oct. 16—The next 
annual meeting of the American 
Life Convention will be held in 


Louisville, Kentucky. 











E. J. McGivney 
Made Chairman 
Of Legal Section 


New Orleans, Oct. 15—Eugene J. Mc- 
Givney, general counsel of the Pan- 
American Life, New Orleans, was elected 


chairman of the legal section of the 
American Life Convention yesterday. 
A graduate of Louisiana State Uni- 


versity he began the practice of law and 
eventually became insurance commis- 
He resigned to be 
ene of a small group of men who or- 
ganized the Pan-American Life. 

Mr. McGivney has been associated as 


sioner of Louisiana. 


counsel in many famous insurance cases 
and his latest important association of 
that kind was as counsel for the general 
agents of New Orleans and more than 
twenty life insurance companies sued by 
«a man named McGee for heavy damages. 
The local life underwriters had fired Mc- 
Gee from membership and passed resolu- 
tion denouncing twisters. Among other 
things the resolution used the expression 
parasites and pirates and McGee inter- 
preted the resolution to mean that he 
had been called a pirate and a parasite. 

The case was fought on demurrer to 
the state supreme court where McGee 
lost. 

Judge W. S. Ayres, associate general 
counsel, Bankers Life Company, Des 
elected secretary of the 


Moines, was 


legal section. 





Late Telegraph News Will Be 
Found on Pages 21 and 22 


THE EASTERN 
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lished every Friday by The Eastern Un- 
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Would Broaden Convention Activities 





President Reynolds Says This Is Time of Increasing Service to Public; He Suggests That Con- 
vention Combine Its Experience in Various Departments of the Business for Common 
Benefit of All 


By J. B. Reynolds 


J. B. Reynolds was one of the organizers and the first president of the American 
Life Convention, and his election again last year after eighteen years was a fine tribute 
to one who has stood for the highest ideals of the business. As he has said on many 
occasions: “My first thought is for my family; my second for the company with which 
I am connected, and my third for the work and success of the American Life Conven- 
tion.” Mr. Reynolds has been president of the Kansas City Life for twenty years. 


In keeping with the established cus- 
tom of the Convention program, we sub- 
mit at this time an account of our 
stewardship since the last annual meet- 
ing, together with suggestions for future 
consideration. 

During the year we have held five 
executive committee meetings, viz., Des 
Moines, New York, Chicago, Atlantic 
City and New Orleans. It has been our 
privilege to extend fraternal greetings 
on behalf of the American Life Con- 
vention to the Life Presidents’ Associa- 
tion, at the December meeting in New 
York; to the Association of Life Insur- 
ance Counsel and to the Health and Ac- 
cident Underwriters’ Conference at the 
mid-winter meeting in Chicago; also to 
the Medical Section of the American 
Life Convention in Atlantic City. On 
four occasions we addressed civic organ- 
izations, such as chambers of commerce 
and commercial clubs, and to agency 
meetings of six companies. Previous 
arrangements precluded acceptance of 
an invitation to address the annual meet- 
ing of the National Association of Life 
Underwriters. However, our able sec- 
retary and counsel responded at the 
meeting on behalf of the Convention. In 
addition to the foregoing, we have had 
the privilege of calling in person at the 
home offices of twenty-nine member 
companies during the year. Would like 
to have made more personal calls, but 
time and distance forbid. Therefore, we 
adopted the most available means of 
communication, i. e., writing letters of 
a general nature referring to Conven- 
tion activities. In addition to these 
general letters there were the usual 
special letters to member companies re- 
plying to specific inquiries. Six general 
letters were sent out to all members 
(and here allow me to make public 
acknowledgment of the many courteous 
replies). 


Would Encourage Patriotism 


Of the general letters, the one sug- 
gesting a patriotic month—February— 
met with almost unanimous response. 
We are all patriotie—love our country 
end our flag and all it stands for, but so 
often we forget or neglect and leave it 
to others. There is no business so 
closely allied with the ideals of this 
government and its Constitution and 
Declaration of Independence as_ the 
business of life insurance, spreading the 
gospel of independence, thrift, protec- 
tion, love of home and all that goes to 
make a happy, united people. Would 
it not, therefore, be well for us as a 


group to encourage through our educa- 
tional programs and promote in every 
way possible, American patriotism, mak- 
ing it a part of our business program? 


Resolution on Ethics 

Referring to miscellaneous  corres- 
pondence relative to American Life Con- 
vention activities, the so-called ethical 
resolution adopted at Des Moines a year 
ago was the subject that brought forth 
more correspondence than any other 
specific matter. The resolution may not 
be perfect; and, in the opinion of your 





J. B. REYNOLDS 


president, it would be difficult to cast 
into the form of words a resolution that 
would cover the various angles that 
might arise. A literal construction might 
preclude some just complaints. Whether 
or not the resolution can be amended so 
as fully to clarify it is a problem for the 
Convention. However, we are firmly of 
the belief that resolution is an advance 
movement along the right lines. We 
must appreciate the fact that in num- 
bers we have 144 members scattered 
throughout forty of the United States 
and the District of Columbia, with a still 
larger number of general agents and 
agencies, and it would necessarily take 
time for all to be fully advised as to 
the terms and meaning of the resolution. 
It is, however, gratifying to review the 
correspondence and note the broad, 
practical construction which is being 
placed on the meaning and intent of the 
resolution. The results are good. We 
firmly believe they will grow better as 
the resolution becomes more generally 
known and understood. Let us not for- 
get that vexing problems always have 
and always will arise in this department 
of our business, and when we lose a 
good agent we are inclined to blame 
some system or some one. 

Should Have Working Committees 

As the activities of the Convention 
are covering a broader field, it becomes, 


we think, more imperative that our 
standing committees shall be working 
committees, taking up, considering and 
reporting upon matters properly coming 
under the jurisdiction of the respective 
committees appointed by the president 
of the Convention. We, therefore, urge 
all members to realize more fully that 
committee work is of ever increasing 
importance in the development of our 
organization. 
Would Broaden Service 

In keeping with the spirit of the times, 
the companies are broadening their ser- 
vice to policyholders and the insuring 
public; and, if commendable and prac- 
tical, may I submit that this Conven- 
tion in turn broaden its service to mem- 
ber companies along all lines of life un- 
derwriting activities, such as special in- 
vestigations of the combined experience 
of the group on disability, accident, sub- 
standard or impaired lives, medical ex- 
aminers and examinations, inspections 
as to moral and physical hazards; col- 
lect and compile statistics with the idea 
of conservation such as is now being 
done by the lapsation committee. If the 
constitution of the Convention is not 
broad enough to enable us legally to ex- 
pand our activities in any legitimate field 
of life insurance service for the benefit 
and protection of our member companies 
and policyholders, then we should amend 
our constitution, and in so amending it 
would be no reflection upon those who 
originally drafted the document. I am 
sure those who did the work so well in 
the beginning did not consider it too 
sacred to amend. Our own government 
has amended that masterly document the 
Constitution of the United States. 

Activity for Profit 

The question of the wisdom of this 
Convention engaging in an activity for 
profit will, no doubt, be placed before 
the executive session in the nature of a 
committee report, which we understand 
is to be made. It is not our purpose 
either to discuss in advance or even sug- 
gest an action on a report not yet 
properly before the Convention, but we 
feel as we have always felt in such mat- 
ters, that the Convention will approach 
it in a businesslike way, and discuss it 
freely and frankly. And, while there 
will, no doubt, be differences of opinion, 
nevertheless, in organizations of this 
character we recognize the majority rule. 
Individual opinions may be voiced, but 
must sometimes be submerged for the 
good of the whole. It is by the applica- 
tion of this spirit that the American 
Life Convention has made such a 
wondrous and such an enviable reputa- 
tion among life insurance organizations. 
Also keeping in mind that the success 
and development of the Convention as a 
unit is far more to be desired than the 
mere operation and success of a bureau 


vention is due much credit for the splen- 
did development of life underwriting 
during the last twenty years. Other 
equally important committee reports will 
be submitted at the executive session 
for your information and disposition. 


Improvements Made 

It is not my purpose to deal in 
reminiscences or chronicle the improve- 
ment of conditions during the period of 
the existence of the Convention, but 
there has been such an improvement in 
all branches of the business that I would 
hesitate to even attempt to define it in 
words. Of the improved conditions the 
more important ones in which this Con- 
vention took an active part were stand- 
ard policy provisions, more nearly uni- 
form department rulings, elimination of 
cumbersome real estate mortgage loan 
schedules in each annual statement filed 
with insurance departments, the adoption 
of a standard reserve valuation—the lat- 
ter being the outstanding achievement 
of this Convention, for the reason that 
it gained recognition in every state of 
the system of valuations for which this 
Convention has stood from the date of 
its organization. Many other accom- 
plishments could be enumerated, all of 
which have been brought about by co- 
operation, taking into consideration that 
we want to do as we would like to be 
done by. Conditions have improved in 
rules and practice, and our companies 
have grown and prospered by reason 
thereof. 


Keep Sacred Trust 


In our material prosperity let us con- 
stantly keep in mind the sacred trust 
with which we deal—monies to be paid, 
to conserve the home of today and 
feed, clothe and educate unborn genera- 
tions. There is neither political govern- 
ment nor religion in our business, but 
we must not overlook the fact that 
political government and religion are in- 
dispensable supports, though not to be 
made servants to business enterprises. 
Therefore, with due regard to these sup- 
ports, and for the future following the 
way we have in the past, adhering to 
safe, sound and scientific life underwrit- 
ing, we will thus advance our interests 
and the interests of those depending 
upon the wise, judicious administration 
of the trust with which we are imposed. 

The gracious act in calling your 
humble servant back to the chair one 
year ago after the lapse of eighteen 
years, is, I trust, duly appreciated. As 
I said in accepting the presidency a year 
ago, I can repeat now; I am unable to 
express in words my appreciation of this 
honor. I can only say for the record 
what I have said on many occasions; i.e., 
in my life my first thought is my family, 
my second the company with which I am 
ecnnected and third, the work and suc- 


or section, To the American Life Con-cess of this organization. 
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Blackburn Sees Vast 
Growth in Future 


PLENTY OF ROOM FOR ALL 


Life Insurance Has Barely Touched Its 
Field, Says Secretary; Big Figures 
In Sight 


By Thomas W. Blackburn 
Thomas W. Blackburn as secretary and 
treasurer in his report to the convention 
told of his activities during the year and 
of the financial condition of the organiza- 


tion. There are three less companies on 


the membership list because of the number 
that were eliminated either by absorption 
or liquidation. 

This is the nineteenth consecutive an- 
nual appearance of the speaker with a 
report of his activities as secretary, 
treasurer and counsel of the American 
Life Convention. 

Representing you he has participated, 
since the meeting in Des Moines a year 
ago, in meetings of the Insurance Com- 
Insur- 

Life 
Insurance Counsel, Association of Life 
Officers, Life Sales 
Research Bureau, Medical Section of the 


missioners, Association of Life 


ance Presidents, Association of 


Agency Insurance 


American Life Convention, National As 








THOMAS W. BLACKBURN 


sociation of Life Underwriters and the 
of Actuaries. He 
attended two meetings of the National 


American Institute 


Convention of Insurance Commission- 
ers and two sessions of the Association 
of Life Insurance Counsel. 

The continent was twice crossed from 
ocean to ocean and four times in addi- 
tion from Omaha to the Atlantic sea- 
In the course of the 


personally 


board and return. 
secretary 
seventy companies in their home office. 


year the visited 
Excluding the time spent in vacation, by 
the courtesy of the executive committee, 
he has been absent from his office in 
Omaha _ 153 


seven company members who have not 


days. There remain but 
had a personal call. 

During the year the usual publications 
have been issued; the bulletins contain- 
ing information as to legistative and 
departmental action have been distri- 
buted; the legal bulletins have appeared 
monthly and no function or department 
of the Convention has been neglected 
or its importance minimized. The an- 


nual reports of the Convention, the 
Legal Section and the Medical Section 
aggregate 725 pages of printed matter. 

Since the last meeting the 
headquarters of the have 
been enlarged and the facilities for per- 


annual 
Convention 


forming the numerous duties vastly im- 
proved. The force of employees has not 
been-sincreased, but with improved facil- 
ities for performing the services re- 


quired, an increased volume of work has 


been made possible. 
friendly 


relations existing be- 


The 


tween the Convention and the other or- 
ganizations having to do with life insur- 
ance, have been maintained. The sec- 
retary and the convention have the per- 
sonal good will of every insurance com- 
missioner in the United States. 

The departments, especially in the ter- 
ritory where our companies are dom- 
iciled, are not only courteous and con- 
siderate, but they are cordial and 
friendly. They freely communicate with 
the Secretary and are cheerfully given 
all the information which his position 


enables him to give them. 

During the year we have received the 
following new members: 

Acacia Mutual Life 
Washington, D. C. 

Cotton States 
Nashville, Tenn. 

Equitable Life Insurance Co., Wash 
ington, D. C. 

Security Life & Trust Co., Winston- 
Salem, N. C. 

The following companies retired vol- 
untarily from the convention: Western 


Association, 


Life Insurance Co., 
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Union Life, Spokane, Wash., Missouri 
State Life, St. Louis, Mo., and the 
Southwestern Life, Dallas, Texas. 

The following names are dropped 
irom the roster of members for the rea- 
son that they have been merged with 
Life, 
Pierre, S. D., merged with the Con- 
itnental Life of St. Louis; Indiana Na- 


other members: First National 


tional Life, Indianapolis, merged with 
the Inter-Southern Life, Louisville, Ky.; 
Fort Worth Life, Ft. Worth, Texas, now 
the Southern Union Life and the Mar- 
quette Life, Springfield, Ill, taken over 
by the Mutual Life of Illinois. The 
Maryland Assurance Corporation was 
reinsured by the Eureka Life and con- 
tinues as a member under the name of 
Eureka Maryland Assurance Corpora- 
tion and the State Life and Royal Union 
Mutual Life of Des Moines were merged 
and continue as a stock company under 
the name of Royal Union Life. 

As a result of the mergers and with- 
drawals the total number of members 
now appearing on the roster is 144, three 
less than was reported one year ago. 

The year last past has been especially 
pleasant to the writer because it brought 
him again into a more or less constant 
association with President Raynolds, the 
father of the convention and its first 
president. It is hardly necessary to add 
that the year has been one of the most 
delightful of the series of years during 
which the writer has been 
with the organization. 

In order that every member of the 
Convention may be fully advised in de- 
tails as to the receipts and expenditures, 
I have caused to be printed and distrib- 
uted a statement of all transactions for 
the Convention year. 


identified 


I have not made 
public these items in detail since 1916 
and do so at this time because this year 
the income was larger than in any 
previous year of the Convention’s his- 
tory. 


Following is a condensed statement of 
the financial transactions for the year: 
RECAPITULATION 


Cash on hand, Sept. 30, 1923 ..$14,560.56 
Note on hand, Sept. 30, 1923, 


UE (CIE (disse seine ets wales esas 2,000.00 
Notes on hand, Sept. 30, 1923, 
GOMGME ‘sildvieseccevcevcuncse 15,000.00 


~ $31,560.56 
RECEIPTS 


PRRUAY (QUES o's ccc etansnccos 14,800.00 
Membership fees (4 comp.).. 2,000.00 
Special assessment .......... 57,113.00 
MISCEHGNCOUD 6 66s0ssccceccsees 450.83 
WUUGRONE Ssuesecccesetcussds cots 273.62 


74,637.45 


$106,198.01 


EXPENDITURES 


MMINNIOE 1 ipaceacccsccboacenosucs $22,394.00 
PTHEINE “cicnssensduiseunveneess 8,100.50 
Miscellaneous (Incl. $2,000 to 

United Service Bureau) ... 2,703.22 


Traveling expenses 
Itemized statement ..2,087.94 


VOUCHCER: c.06.00css0004 881.66 2,949.60 
Office supplies and equipment 1,375.26 
SE beet deatuis ccuweewnenceny 1,242.50 
OME ci cainca v's oa 'esecseceesinxe 962.98 
BOOM! SOCHON oo. ccc ccccccscs's 534.58 
RINNE Gaecotciuccieveatenens 465.50 
Multigraphing ...........0.+- 420.20 
Legislative expense ......... 412.67 
A. C. Savage (Oct. 1923 sal.) 400.00 
Telephone, telegraph and exp. 263.96 
POLHIGIOEIE  icevdcccinicsevicnes 114.89 
Interest Vevcse dove waeaneass 76.00 

$42,415.86 
Cash in bank, Sept. 30, 1924 .. 16,782.15 

Notes on hand, Sept. 30, 1924, 
_ Past SS cunts vn connsainas 2,000.00 
Notes on hand, Sept. 30, 1924, 

RIUM ekccscccstesnannvencs 5,000.00 

63,782.15 

$106,198.01 


C. F. Coffin Approves 
Disability Provision 
DOUBLE INDEMNITY AS WELL 


Tells American Life Convention That 
These Clauses Will Be More 
Widely Adopted 


Charles F. Coffin, vice-president of the 
State Life of Indianapolis, took an 
emphatic position in favor of disability 
and double indemnity clauses in his talk 
before the American Life Convention 
this week and concluded his address by 
prophesying that eventually these bene- 
fits will be incorporated into the policies 
of all the companies. The topic of his 
paper was “Our Extended Service,” and 
it began by comparing present day cov- 
erage with that of the by-gone days; il- 
lustrating how the cover has broadened 
and the opposition which has greeted 
each innovation in the business. 

Before the convention Mr. Coffin had 
sounded sentiment on the subject, more 
than one hundred companies writing him 
their views. There was a decided dif- 
opinion. Mr. Coffin’ very 
fairly summed up both sides, reading 
extracts from the different companies. 
His conclusions, however, were all in 
favor of the 


ference of 


extended 


cover service. 
Following companies are delin 
quent on assessment: 
Great Southern Life, Hous 
ton, Texas .. 575.00 


Mutual Benefit Life, Newark, 
WEL Ns. Hiasenas vindennenutonne 8,265.00 


cago, Oe ence ke tak wade ees 310.00 
Phoenix Mutual Life, Hart- 
TOEG, COM ak Soivcnicicccnces 1,850.00 


$11,000.00 

There is due from the Ameri 

can Service Bureau: 

One-half salary and expenses, 
A. Cy. Savade, 1923)... «06: 1,669.43 

One-half salary, A. C. Sav 
age, October, 1923 200.00 
WIRGIORE: eccccuccevssecenneueecs 76.00 
WARE UO MNO cricawosececounc 2,000.00 
Demand notes ..............4. 45,000.00 


$48,945.43 

Twenty years in the life of an insti- 
tution founded upon the rock of safety 
and builded with mathematical accuracy 
is a brief period. In less than that time 
this great Institution of Life Insurance 
has grown in volume from TEN billions 
to fiftv billions. The assets have in- 
creased from $3,000.000.000 to $9.500.000,- 
000. The total payments to policyhold- 
ers for the vear ending December 31, 
1905 was $300.000.000 and for the year 
ending last December $1.800.000.000. In 
the last 50 years life insurance com- 
panies have paid to their policyholders 
approximately $14.000.000.000. Next year 
pavments to policvholders will pass the 
— aggregate sum of $2,000,000,- 

(0) 


These figures are too large for easy 
comprehension. Yet this business is 
literally an infant industry. If I am 
here 20 vears from this date, I believe 
the total volume of business of the 
American life insurance companies will 
be $209009000.000 with assets exceeding 
$40.000000000 and annual nayments to 
polievholders of $10.000.000 000. 

This wonderful institution has barely 
touched its great field. When men are 
as careful to insure human life values as 
they are to insure their property values, 
the figures of totals will pass from 
billions to trillions. 

You executives of struggling young in- 
stitutions. take courage, the next twenty 
years will far surpass the last two dec- 
ades in opportunity, progress and ac- 
complishments. There is an abundance 
of room for all the companies. The 
business cannot be overdone. A crop of 
new prospects is produced each year. 
Each policyholder is a prospect and a 
recruiting officer for the agent who 


sold him right on his first policy. 


He answered the two chief objections 
to the clauses: (1) that they are re- 
pugnant to the true theory of life in- 
surance; and, (2) that they are opposed 
by what might be termed “prudential 
considerations.” He said in part: 

“In reference to the theory that these 
provisions embody nothing more than 
health and accident insurance, and that 
to incorporate them in life policies is to 
encroach unfairly on the territory and 
business of accident and health com- 
panies, I do not see merit in this for 
much serious consideration. 

“There is no territory over which any 
company or business has exclusive juris- 
diction, and therefore, such a thing as 
unfair competition between a life in- 
surance company and an accident com 
pany merely because the life company 
writes double indemnity, is quite impos- 
sible unless competition shall be carried 
on by unfair and dishonest methods. 
Double indemnity, or rather, death by 
accident, as a pure matter of law, is as 
much life insurance as it is accident in 
surance. And furthermore, I am com- 





CHARLES F. COFFIN 


pelled to differ entirely from those who 
are of the opinion that the double in 
demnity provision provides nothing but 
a mere business-getting expedient, though 
I have no quarrel whatever with those 
who hold that view. On account of the 
wide development of the use of ma 
chinery, of the constantly increasing 
number of applications of electricity, 
and of the ever-increasing menace ol 
the automobile, and other sources of ac- 
cidental death, there is presented as 
never before a real contingency against 
which men need just the protection that 
the double indemnity provides. 


Consideration of Prudence 


“Now, a word concerning the ob 
jections based on prudential considera 
tions. 

“It clearly appears that the total and 
permanent disability clauses are neither 
new nor untried. During the period 
when the mortality tables now used by 
life insurance companies were in process 
of formation, the number of exposures 
was limited, and the facilities for gath- 
ering statistics meager. Observations, 
therefore, extending even over a com- 
paratively long period of time did not 
yield results that were either scientific 
or satisfactory; whereas, now, with the 
advance of actuarial knowledge and the 
wonderful increase of facilities for gath 
ering statistics and the almost unlimited 
number of exposures to be observed, ten 
years of observation yield results more 
satisfactory and reliable than did fifty 
years of observation in earlier times. 

“However, granting for the present, 
some limitations upon the knowledge 
upon which to base rates, especially for 
disability benefits, I concur in the opin- 


ion expressed in one of the 


letters 
quoted, that, 


“This is a problem that time will cure and I 
feel that the business should not refuse to adopt 
ideas of value to the insuring public simply be- 
cause some difficulties are involved and the 
benefits may be to some extent for a time ex- 
perimental.” 

“After giving careful consideration to 
all of the objections urged against the 
use and value of disability and double 
indemnity benefits, and having in mind, 
as I trust, a full sense of my own re- 
sponsibility as a company executive, I 
find myself unable to agree with those 
who fear some calamity is likely to fall 
on the companies adopting these pro- 
visions, or those who believe that by 
their incorporation in life policies, the 
vested rights of health and accident 
companies will be infringed. * * * 

“The disability benefit is a logical, an 
integral part of a life policy and it is 
impossible for that benefit to be fur- 
nished in any practical way by any other 
type of company. Practically everyone 
today recognizes, as many of the letters 
quoted stated, that it is the chief merit 
of the disability benefit that “it insures 
the insurance ;” and unless the disability 
benefit is conferred and administered by 
the same company that issues the insur- 
ance, it cannot serve its principal pur- 
pose. 

“It would seem that after we have 
read all that has been written on the 
subject, both pro and con, we are likely 
to reach the conclusion that present dif- 
ferences of opinion touching the two im- 
portant benefits under consideration, 
constitute but another, though perhaps, 
minor application or evidence of those 
two basic universal mental character- 
istics, conservatism and progressivism. 


Conservatism 


“It will not be disputed that conserva- 
tism, even of the best type, is always 
timid, self-centered, usually self-satisfied. 
Conservatism follows, progressivism 
leads. Conservatism is static, pro- 
gressivism dynamic. Conservatism trails, 
but does not create progress. 

“Conservatism would never have given 
the public the modern up-to-date policy 
of life insurance, but it did adopt it; and 
while many companies that include the 
double indemnity and the total disability 
benefits in their policies, do so at present 
merely to meet competition, and while 
some companies positively decline to 1n- 
clude these benefits, I am firmly of the 
opinion that, in a very few years, when 
progressivism has so educated policy- 
holders that they will no longer misun 
derstand the nature of the benefits con- 
ferred, and has succeeded in instructing 
agents so that they will explain these 
benefits clearly and fairly, and has re- 
moved all reasonable doubt as to what 
constitutes safe and adequate premium 
rates—and these goals are in sight al- 
ready—every reluctant company in the 
country will incorporate the double in- 
demnity and disability benefits in its 
policies and will actually point to them 
with pride as evidences and examples of 
‘Our Extended Service.” 


Health & Acc. 


Underwriters 
Disability 
Statistics 


New Orleans, Oct. 16.—During the 
discussion today on the paper of Charles 
IF. Coffin, vice-president of the State 
Life of Indianapolis, on the subject of 
“Our Extended Service,” and in which 
Mr. Coffin strongly approved the dis 
ability provision of life insurance con- 
tracts, Senator Isaac Miller Hamilton, 
president of the Federal Life, Chicago, 
called the convention’s attention to the 
bureau of the Health and Accident Un- 
derwriters Conference and its statistics 
on disability. 
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Reinsurance And 
Coinsurance Plans 


THEIR ADVANTAGES DISCUSSED 
J. C. Cameron bist the Relative 
Merits of Different Methods; a 
Present-Day Necessity 
method is a 
practical necessity for the life 


Reinsurance under some 
insurance 
under 
ana 3. 4. 45 


actuary of the 


business present-day conditions, 
imeron, 
Great 


Tex., in an 


vice-president and 
Southern Life of 
address on 


Houston, this 


subject, which follows: 
As life provides security to 
the individual by spreading his risk with 


a number of others, 


insurance 


reinsur- 
to the life 
dividing its 


so does life 


ance provide security insur- 
risks on 
Life 
established as 
fabric of the 
and its stupendous 
of the 


Policies 


ance company by 
large policies with other companies. 


insurance has long been 


a necessity to the social 


and business world, 


increase in recent years is one 


notable facts of these times. 


considered very large only a decade ago 
are accepted nowadays as a matter of 


course, and hence life reinsurance is in- 


creasingly demanding recognition as an 
esential part of the machinery of the life 
Some 


still refuse to issue 


insurance business. companies, it 


is true, will policies 
limits, for 
appear wise to 
institutions are few in 
reinsurance is now gen- 
accepted as a practical necessity. 


in excess of their retention 
reasons which no doubt 
them, but such 
number, and 


erally 
Limit of Retention 


A company’s limit. of retention has a 
direct bearing upon its reinsurance, and, 


inasmuch as there does not appear to 
have been any recent survey of com- 
pany rules in this respect it has been 
thought worth while to compile a table 
setting forth in groups the amount of 
business in force and the free surplus 


(excluding capital) as of December 31, 
1923, of 230 American companies, ar- 
ranged limit of retention. 
remarkable — dis- 
various companies’ 
retention. The subject is one 
that deserves our earnest consideration, 
as a company which issues a consider- 
able number of large policies and holds 
a maximum limit of smaller amount than 
it can safely afford, is usually giving 
away a material source of profit. There 
appears, indeed, to be a certain timidity 
on the part of some companies in regard 
to their limits of holding, and while it 
is not the purpose of this paper to urge 
any rash increase of limit the question 
seems sufficiently interesting to refer 
to the members of this Convention. 
Take 


according to 
There are some 

crepancies in the 

limits of 


for example an established com- 
pany doing non-participating business 
with $30,000,000 insurance in force and 
a free surplus of $200,000, whose limit of 
retention is only $5,000. Assume that its 
mortality ranges around 50% of the 
American Experience Table, or, say, 5 
per 1,000 and that its net reinsurance 
cost (first year and renewals) is 100% of 


that table on the met amount at risk 
plan. It has on its books 500 policies, 
each exceeding $5,000, the average 


amount of such risks not in excess of 
$10,000 being $8,500. It may on the aver- 
age expect between two and three claims 
a year, i.e., 50% mortality on such busi- 
ness. — in the event it has five such 
claims, i 100% mortality on this busi- 
ness, the aarti ulity cost of holding a limit 
of $10,000 would just equalize the rein- 
surance premiums paid under its present 
limit. The chance of ten claims oc- 
curring in one year is remote, and, even 
in that event, the comparative loss to the 
company if it were holding a $10,000 limit 
would be less than $17,500, as the fol- 
lowing figures show: 


10 claims averaging $8,500........ $85,000 
10 claims each $5,000............ . 50,000 
Gross loss in excess of limit...... $35,000 


Reinsurance premiums now paid 
on business between $5,000 and 


$10,000 == $3,500 x .0O1 x 500..... 17,500 
[IEG Oc. otiawaw eae shen ae eeae $17,500 
Thtse figures take no account of re- 


serve reduction, 
the items pro 
risk reinsurance plan. 

It would seem that such a company 
could conservatively hold a limit of $10,- 
000, and, indeed, $15,000 would be reason- 
ably indicated, with the usual gradings 
for age and plan of insurance. 

In the above example the case of 
comparatively small company has been 
deliberately chosen, partly for the reason 
that such a concern is usually a little 
slower to increase its limit in proportion 
to its capacity than a larger and more 
experienced company, and also for the 
reason that when dealing with the mat- 
ter of increasing an already considerable 
limit, the question of “large policy” 
mortality must be taken into account. 
For instance when consideration is given 
to increasing the limit from $50,000 to 
say $75,000, it is accordance with the ex 
perience of most companies to expect a 
materially higher mortality rate on the 
additional $25,000 than on business with- 
in the existing limit. 

Every company ought to make an an- 
nual profit and loss accounting on its re- 
insurance, which is a simple matter on 
the net amount at risk basis, and not, 
indeed a complex one on any basis. The 
experience over a series of years should 
form an interesting study for the man- 
agement. 


which would reduce all 
rata on the net sum at 


Facultative and Automatic Contracts 


Having, after due consideration, de- 
termined the limits of retention several 
problems arise as to the methods and 


plans of reinsurance desired. Under the 
so-called Facultative Method the original 
company may offer its surplus risks to 
one or more companies for consideration, 
sending complete copies of papers and 
all other information with the reinsur- 
ance application. The other companies 
have the option of accepting, declining 
or offering approval on a substandard 
basis, as they may see fit, their action 
being advised to the ceding company 
as promptly as possible. 

Under the automatic or obligatory 
method the original company is obliged 
to place its excess risks up to certain 
stated amounts with usually one and 
sometimes more than one company, who 
on their part automatically go on the risk 
coincidentally with the original com- 
pany. 

The advantages of the facultative 
method are that the original company 
has freedom in placing its business and 
also has the benefit of the underwriting 
methods of other companies frequently 
of greater size and with more experi- 
enced underwriting committees. The 
principal advantage of the autmoatic 
method is that the original company can 
immediately issue a policy that may 
often be considerably in excess of its 
own limit, and it will thereby give im- 
proved service to its agents and appli- 

cants. Within the last few years a 
pace 7 a of the facultative method 
has found favor in certain quarters, the 
original company on completing its 
papers, wiring the amount of reinsur- 
ance desired and certain data of identi- 
fication to the reinsuring connection 
with the further statement that the risk 
is a standard one. The reinsuring com- 
pany with these facts before it is usually 
able to wire prompt action and thereby 
enable the original company to issue its 
policy without undue delay. 


Reinsurance or Co-insurance 
An objection to the automatic method 


is that any material divergence between 
the underwriting standards of the 














stantial growth. 


lasting. 








Cleveland Life Insurance Co. 
Cleveland, Ohio 


WILLIAM H. HUNT, President 


The Cleveland Life is a life insurance com- 
pany whose records show a steady and sub- 


It is not a high pressure organization. 


Its insurance and service are liberal and 


No agent of the Cleveland Life has to apolo- 
gize for it or the men behind it. 


It is firmly and strongly established and its | 
corporate existence of seventeen years has im- 
bedded in it the finest characteristic of the | 
institution of life insurance. | 














original and reinsurance companies is 
apt sooner or later to cause friction be- 
tween them. 

There are in existence several differ- 
ent plans of reinsurance policy, but of 
recent years and after a fairly exhaustive 
experience the consensus of company 
opinion has approved two methods in 
especial, one being known as the net 
sum at risk plan and the other as co- 
insurance. 

The net sum at risk plan is annual 
renewal term reinsurance, whereunder 
the sum reinsured is the face amount 
of the excess risk originally assumed by 
the reinsurance company less the pro rata 
reserve held on the original policy. The 
amount of reinsurance, therefore, so long 
as the principal policy is in full force, 
decreases each year and the annual re- 
insurance premium is a one-year term 
rate based on such amount at the at- 
tained age at the commencement of the 
policy year. The present-day renewal 
rates are very close to the American 


Experience 314% net premiums, though 
over age 40 it is customary to add 


sinall but increasing loading. The first- 
year rate is about one-half the net one 
year term rate. 

The name co-insurance is of compara- 
tively recent origin as applied to life re- 
insurance and is given to that plan 
whereby the reinsuring company issues 
a policy guaranteeing pro rata exactly 
the same benefits and receiving the same 
premium rate as under the original 
policy. There is a form of co-insurance, 
usually employed by companies doing a 
non-participating business, under which 
the premium for the first year is the 
mean reserve and thereafter the net re- 
newal premium loaded two per cent. 

As between the net sum at risk plan, 
which for convenience will be referred 
to hereinafter as reinsurance, and the co- 
insurance plan there is some difference 
of opinion as to which is the more 
satisfactory to the original company, 
generally speaking, the companies of the 
South and West, many of which are 
rather young and moderate in size, have 
chosen the reinsurance plan. These 
companies for the most part issue non- 
participating business and employ some 
form of modified preliminary term 
valuation by the American Experience 
table with 34% interest. As a rule they 
earn comparatively high interest rates. 
Caieanamae. on the other hand, finds 
more favor in the Fast. 


It is the opinion of the writer that the 
companies first mentioned are making 
no mistake in choosing the reinsurance 
plan.. Thereby they retain all reserves 
in their own funds, giving off each year 
little if any more than the net American 
experience mortality cost on the rein- 
sured business. While co-insurance rates 
are not at this time standardized, and, 
of course, they cannot be when the re- 
insuring company receives exactly the 
pro rata premium of the original policy, 
still the net cost tends to approach 
closely to the mean reserve for the 
first year jand the net American Experi- 
ence 344% renewal premium thereafter. 
This statement seems to be at least ap- 
proximately correct, whether a true co- 
insurance method be adopted with al- 
lowance for commissions and other ex- 
penses, or the modified co-insurance basis 
referred to earlier in this section. 

Granting the above, it would seem 
that the items of loading as between co- 
insurafice and reinsurance may be disre- 
garded without much loss of accuracy. 
There remains the excess interest which 
the company employing reinsurance 
earns on the reserves retained. Some 
figures have been prepared showing the 
comparative gain to a company adopting 
the reinsurance plan in preference to 
co-insurance, the case assumed being a 
reinsurance of $10,000 at age 40, the 
original policy being on the Ordinary 
Life plan. It is further assumed that 
the compay will carn on its funds a net 
interest rate of 544% for ten years, ad- 
mittedly a somewhat high figure for 
companies in general, 
out of line for a 
and Southern 
interest rate 


but probably not 
of Western 
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course, diminish the estimated profit. 


It is readily admitted that under dif- 
ferent conditions from those assumed 
above the co-insurance plan may be more 
desirable. There is a considerable 
variation in the interest rates earned by 
different companies, as also in the pre- 
mium rates charged. A company may 
issue policies at minimum rates and yet 
allow fairly high commissions, trusting 
to recompense itself in time with per- 
sistent renewals and low mortality. In 
such case, co-insurance of its excess risks 
might be clearly indicated. Again, on 
participating business a company may 
well prefer that its’ dividends be exactly 
guaranteed, whatever scale be adopted 
from year to year. Also in the case of 
a group or pool of companies mutually 
exchanging business which about strikes 
an even balance, co-insurance may on 
the whole appear to be the better plan. 

It is evident that under either plan the 


net risk is the same. When a claim 


arises the co-insurance pays the face 
amount to the original company while 
the reinsurance pays the amount less 
the reserve, the latter amount having 
been retained in the funds of the original 
company. The net death strain is there- 
fore the same. It should be noted, how- 
ever, that the funds of the original com 
pany suffer greater diminution under a 
death claim reinsured on the net sum 
at risk basis than when the risk is co-in- 
sured. This question may be of some 
importance in the case of an unusually 
large policy which has been in force a 
number of years. 

It has sometimes been said that as 
far as co-insurance is concerned a com- 
pany will suffer practically no loss in 
respect of business given off. In other 
words, 1f by co-insurance it can issue say 
23 millions against 20 millions carried 
without co-insurance, the extra 3 mil- 
lions will entail no financial loss, the 
argument being that the commissions 
and other direct expenses on the busi- 
ness co-insured are reimburesed exactly, 
while the so-called fixed charges are not 
increased. Against this view it may be 
said there is some increase in expense 
in writing a larger business which it is 
practically impossible to charge against 
the co-insurance premiums and that an 
exact accounting would probably show a 

decided if not a serious loss on the addi- 
tional business written. There, is also, 
of course, the expense of the company’s 
reinsurance department, which is not a 
negligible item. Against any loss must 
be set the increased service to agents 
and policyholders and the good-will aris- 
ing therefrom. 
_ Just so much, if any, as reinsurance 
is more profitable to the original com- 
pany than co-insurance to that extent 
will a co-insurance loss be offset or 
turned into a profit by the employment 
of the reinsurance method. 


Technique of Reinsurance 


In order to establish and simplify pro- 
cedure it is customary for companies 
giving out and receiving reinsurance to 
enter into a general or covering mutual 
reimsurance contract clearly — setting 
forth the rules and methods under which 
reinsurance business will be handled. 
The fundamental principle is the abso- 
lute protection of the original company. 
These technical questions have been so 
thoroughly stated and discussed in 
recent actuarial papers that it seems un- 
necessary to embody them herein. Brief 
reference, will, however, be made to two 
special questions of procedure that have 
been brought to the writer’s attention in 
practice. 

(1) When a number of policies have 
been issued on different occasions on 
the life of the same person, requiring 
at different times several reinsurance 
policies spread amongst various com- 
panies, and when later one of the orig- 
inal policies lapses or is reduced there 
is some difference of opinion as to the 





best method of handling the reduction 
of reinsurance. It is fairly well agreed 
that all of the reduction (based on the 
net amount at risk) should be assumed 
by the reinsurance policies until the 
original company’s limit of retention is 
reached. Under some agreements the 
reduction is spread pro rata amongst all 
reinsurance policies irrespective of date 
of issuance, while by another method 
the reduction is applied on the latest 
reinsurance, and the argument for each 
rule is fairly obvious. It is, however, 
the writer’s opinion that the most satis- 
factory rule is to spread the reduction 
over the reinsurance policy or policies 
issued in respect of and at the date of 
the original policy which is being lapsed 
or reduced. Two reasons for this rule 
are (a) Such reinsurances were actually 
issued in respect of the risk at that time 
and not in respect of the insured as a 
risk at a prior or later date and they 
should therefore stand or fall by that 
original policy. (b) This rule avoids 
fractional partitions better than the 
other methods. 

(2) In the event of a clearly estab- 
lished case of suicide where all or a 
portion of the original insurance was 
effected within the period during which 
the amount payable under such death was 
limited, say, to the premiums paid, 
should the amount of re-insurance be 
determined by the general reduction 
rule above referred to or should orig- 
inal company and reinsurance company 
assume the limited risk pro rata? The 
question is more complex when there 
exist also one or more original policies 
which are too old to benefit by the 
suicide clause. It is the writer’s opinion 
that as regards the original policies 
which benefit by the clause, the reinsur- 
ance issued in respect of these policies 
should benefit pro rata. 


Spirit of Mutual Trust 


It has been said that the principle of 
utmost good faith is essential to rein- 
surance dealings, and this statement 
cannot be too strongly emphasized. It 
has been gratifying to all interested in 
reinsurance to observe in recent years 
the steady growth of that spirit and the 
consequent improvement in the relations 
between companies. One hesitates to 
drag in that greatly overworked word 
“service” but it is so expressive of the 
present-day reinsurance idea that it 
can searcely be avoided. Prompt, 
thorough and courteous service is now- 
adays accepted almost as a matter of 
course in reinsurance transactions and 
the spirit of co-operation and good-will 
arising therefrom inevitably extends far 
beyond the specialized business involved. 

A study of agreements and_ practice 
between companies today as compared 
with only a dozen years ago reveals this 
tendency clearly. The true intent of re- 
insurance is that the original company 
be absolutely protected beyond its lim- 
its of retention, and most agreements 
now provide that such omissions as the 
accidental non-payment of reinsurance 
premiums will not avoid the reinsur- 
ance. Such action is, of course, predi- 
cated on the usual condition that the 
original company is bound to maintain 
the reinsurance in force so long as its 
own policy is extant, subject to the 
changes resulting from reductions, ete. 

Conversely in the rare cases when 
there is reason to suspect less than the 
finest good faith it is best to eliminate 
reinsurance relations entirely, unless 
the error is found to be one of over- 
sight rather than deliberate intent. Such 
cases, however, one is glad to believe 
are indeed few and far between. 

While reinsurance has not on the 
whole received much attention at such 
meetings of executives as the present, 
several excellent papers have been read 
before the various actuarial bodies. 
Those interested are referred in par- 
ticular to the papers entitled “Life Re- 
insurance” by Messrs. Bagley and Faird 
and “Reinsurance” by M. W. Torrey 
appearing in Vol. XXIII, Part One of 
Transactions of the Actuarial Society 
of America, which form a complete and 
valuable treatise on the subject. 


hiicentiim Seed 
In Federal Court 


UPHOLD LAW OF CONTRACT 


L. A. Stebbins Points Out Tendency of 
State Courts to Depart from 
Contract Construction 


A study of the decisions of life insur- 
ance cases in the state and the federal 
court shows a distinct advantage to be 
in the federal court when defending 
rather than the state court, because of a 
tendency of the state courts to depart 
from the logical application of the funda- 
mental principles of the law of contract 
and the law of agency as applied to in- 
said Lewis A. Steb- 
bins, general counsel of the Old Colony 
Life, Chicago, in a learned discussion of 
this subject before the convention. Mr. 
Stebbins said: 


surance contracts, 


3y the decision of the Supreme Court 
of the United States in the case of Ter- 
ral v. Burke Construction Company (257 
U. S. 529, 66 L. Ed. 352), in February, 
1922, the right of insurance companies to 
remove their cases to the Federal Court, 
where the requisite amount and diversity 
of citizenship exist, has been finally, and, 
apparently, conclusively established, and 
the Insurance Department may not can- 
cel the license of an insurance company 
for so removing a case to the Iederal 
Court, any express provision in the State 
Statute to the contrary notwithstanding. 

This important decision has been the 
subject matter of considerable discussion 
at the meetings of this Legal Section and 
also at the meetings of the American As- 
sociation of Life Insurance Counsel, and 
the prevailing opinion has been that while 
this right has now become firmly estab- 
lished, nevertheless, as a matter of pol- 
icy, it would be unwise for the companies 
to exercise this right indiscriminately and 
in all cases where it can be exercised. 

‘The writer concurs in this opinion and 
it is not the purpose of this paper to ad- 
vocate an indiscriminate exercise of this 
right. There are, however, undoubted 
cases of proper and conservative exercise 
of this right as where the amount in- 
volved is large or where the fraud com- 
mitted upon the company is gross and 
the state decisions are particularly un- 
favorable to the company. 

Upon this assumption the writer has 
thought that it would be of some value 
to the profession to undertake a concise 
restatement of some of the points of in- 
surance law, where the decisions of the 
lederal Courts are generally more favor- 
able to the companies than the decisions 
of the State Courts. No effort has been 
made to cover the entire field. To attempt 
to cover the entire field would extend a 
paper beyond appropriate limits of time 
and space. The paper will deal merely 
with certain points, suggested by the ex- 
perience of the writer, which he hopes 
will be deemed to be of sufficient import- 
ance to justify special mention. 


Power of Agent to Bind Company Con- 
trary to Provisions of Application 
and Policy 


Applications for all forms of contracts 
of insurance, including life, customarily 
contain a provision substantially as fol- 
lows: 

“[ agree for myself and for any 
person who may have or claim an in- 
terest in any policy which may be 
issued upon this application that no 
statement, information or agreement 
made or given by or to the person 
soliciting or taking this application 
or by or to any other person shall be 
binding upon the company, unless re- 
duced to writing, and then only if 


9 


presented to and approved by the 
executive officers of the company at 
its home office.” 


and a corresponding provision is usually 
inserted in the policy itself, customarily, 
substantially as follows: 

“No agent is authorized to waive 
forfeiture or to make, modify or dis- 
charge contracts or to extend the time 
for paying a premium. This policy 
shall not be varied or altered, or its 
conditions waived or extended in any 
respect except by the written agree- 
ment of the Company signed by the 
President, or one of the Vice-Presi- 
dents and the Secretary or Assistant 
Secretary, whose authority will not 
be delegated.” 

We find it laid down in general terms 

Corpus Juris that: 

“The power of an agent of an in- 
surance company are governed by the 
general law of agency.” (32 C.J. 
1062). 

We also find it laid down in the works 
on agency, as a fundamental rule that 

“The principal will not be bound by 
the acts of the agent in excess of his 
actual authority . . . where the 
third person has knowledge of the 
extent of the agent’s authority” 
(2 C.J. 562). 

It would seem a necessary deduction 
from the foregoing propositions, uni- 
formly found in the text books, that the 
provision in the application for a policy 
of insurance limiting the authority of the 
agent is valid and binding. We all know, 
howevér, that in actual practice, most of 
the State Courts entirely ignore this 
limitation of authority in the application 
and proceed to determine the rights of 
the parties the same as though no such 
limitation was in the application. 

It is not within the scope of this paper 
to review the decisions of the various 
states on this point. It is simply stated 
as a matter of common knowledge. 

Turning now, however, to the decisions 
of the Federal Courts, we find that since 
the decision of the case of Northern As- 
surance Company of London v. Grand 
View Building Association (183 U.S. 308, 
460 L. Ed. 213), in 1902, by the Supreme 
Court of the United States, this limita- 
tion on the authority of the agent in the 
application and in the policy has been 
uniformly respected and enforced by the 
Federal Courts. In that case, a similar 
provision was embodied in a policy of 
fire insurance, and it was held that the 
knowledge of the agent of the existence 
of other insurance, in violation of the 
terms of the policy, was not notice to the 
company or binding upon the company, 
and this because of the reservation in the 
policy of the authority of the agent to 
waive its provisions. ‘This case originated 
in the State of Nebraska. 

One year later the same question came 
before the Supreme Court of Nebraska 
in the case of German Insurance Co. v. 
Shader (68 Nebr. 4, 93 N. W. 973, 60 
L.R.A. 918), and the Grand View Build- 
ing case, decided the year before, by the 
Supreme Court of the United States was 
urged upon the attention of the Supreme 
Court of Nebraska as authority in sup- 
port of the validity of the provision in the 
policy, restricting the power of the agent. 
The Supreme Court of Nebraska said: 

“The recent decision of the Su- 
preme Court of the United States in 
Northern Assurance Company  v. 
Grand View Building Association is 
chiefly relied upon in this connection 
and this case has been urged upon 
our attention so persistently of late 
that it seems proper to state the rea- 
sons moving us to adhere to the 
course of decisions long established in 
this jurisdiction, notwithstanding the 
great authority of the tribunal which 
has adopted a_ different doctrine.” 
(6) L.R.A. 920). 

The Supreme Court of Nebraska then 
goes on to cite cases from twenty-seven 
estates, holding a contrary doctrine. 


The impelling motive for the ruling 
seems to be set forth in the following ex- 
cerpt from the opinion: 

“Excessive zeal to procure busi- 
ness leads agents who are paid by 
commissions to do things in the stress 


(Continued on page 22) 
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Home Office: Lincoln, Nebraska 
b 
Assets - - $23,700,000.00 : 
Is 
A SUBSTANTIAL MID-WESTERN COMPANY 
A DEFERRED DIVIDEND POLICY A 
Tamora, Nebr., April 9, 1924. INSURANCE IN FORCE V 
Bankers Life Insurance Company, OVER ONE HUNDRED MILLION \ 
Lincoln, Nebr. : / 
Gentlemen: I an: pleased to acknowledge receipt of your draft for $2,074.25 which EXCELLENT AGENCY OPENINGS 
represents the surplus on my $5,000.00 policy No. 15386 which has just matured. When OS tl 
1 was 38 years old I applied for the insurance and have paid an annual premium of Ohi - 
$184.50 or a total of $3,690.00 during the 20 years. I now have your draft for the surplus a . 
and a $5,000.00 paid up policy on which I am to draw annual dividends as long as [I live. Pennsylvania al 
In other words, I have a $5,000.00 estate which has cost me $1,615.75 and 20 years’ West Virginia te 
protection. Illinois tc 
The payment of the premiums was never a hardship and now that the policy has Michigan ir 
matured I can enjoy the surplus and know that my estate will have an additional $5,000.00 lowa r 
in cash at my death. | could have taken $4,860.60 in sagt a paid up ied of vious LIBERAL CONTRACTS : 
It has been a pleasure to say a good word for your Company and it is my wish that 0 
your agents may be successful in persuading many more people to take policies. ISSUES n 
Yours truly, 
aha: FRANK ANSTINE. Participating and Non-participating Policies Fs 
Double Indemnity and Disability a 
| Vv 
| WRITE: 
, : , 
| Old Line Bankers Life Insurance Co. of Nebraska, 14th and N Streets, Lincoln, Nebr. P 
4 
n 
t 
t 
The Purpose of the Pan-American Life Insurance Company is to make average Life Insurance men 
good Life Insurance men, and good Life Insurance men better. 
il 
In order to produce at maximum efficiency agents must have the best equipment possible and through the h 
unexcelled service we are placing in the hands of our representatives, they are building permanent success. ; 
e ‘ Nn 
Our Educational Course teaches the fundamentals of the business; h 
\ 
Our Sales Planning Department develops prospects and arranges interviews; ; 
Our National Advertising Campaign is aiding in organization building. ) 
1 
Pan-American service also includes— 
1 
Low-cost Life Policies j } 
“— e d 
Substandard Policies for Under-average Lives 
Child’s Educational Endowment 
Group Insurance 
All forms of Accident and Health Insurance 
We have a few general agency openings for men not presently attached who wish to work under ideal i 
conditions. 
I 
f 
Address 
E. G. Simmons, Vice-President and General Manager 
Pan-American Life I C : 
pany : 
New Orleans, U. S. A. , 
CRAWFORD H. ELLIS, President 
i 
I 
t 
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Some Hindering Influences on Business 


Futility of Legislative Attempts to Interfere With Economic Laws; Legal Limitations That Ob- 
struct; Effects of New York’s Section 97; As It Affects Conventions and Prizes; State 
Supervision Should Not Extend to Corporate Management 
By William BroSmith 


William BroSmith, Vice-President and General Counsel of the Travelers, has long 
been a leading authority on all phases of insurance legislative matters, and he is as much 
at home in the general casualty field as he is in life insurance. 


“And thus the native hue of resolution 
Is sicklied o’er with the pale cast of 
thought, 

And enterprises of great pith and 
moment 

With this regard their currents turn 
awry, 

And lose the name of action.” 


When Shakespeare put these words into 
the mouth of Hamlet, of course, he did 
not know that they would ever have 
any application to insurance, but “en- 
terprises of great pith and moment” are 
today harmed by cross-currents coming 
in unexpected ways and from divers di- 


rections. This is true of insurance of 
all kinds and particularly true of life 
insurance. To relate the current events 
of insurance to a gathering of insurance 
men would be an imposition for to be 
worthy of their official positions they 
must be cognizant of what has happened 
in their own field of activity. To take 
a little time to consider cross-currents 
which hinder action and check develop- 
ment in the public interest is another 
matter. It may be helpful, therefore, to 
direct our attention to a few of the 
cross-currents which turn insurance 
“awry” and threaten proper action. All 
of these may not directly affect life in- 
surance, but there is a relationship be- 
tween the different kinds of such a 
nature that an injury or a hindrance to 
the proper administration of one is likely 
to be reflected upon the cthers. 


Some of the Cross-Currents 


Upon the whole the currents affecting 
insurance during the past twenty years 
have been more than favorable to the 
vessels which carry so precious a freight. 
Any business or institution so inti- 
mately related to the welfare and up- 
building of the country as life insurance 
which furnished more new _ insurance 
protection in the last of these twenty 
years than the total gross amount out- 
standing at the beginning, must have 
possessed to remarkable degree the con- 
fidence and respect of thinking people. 

This is more apparent when we take 
into account the persistence which 
brought the total outstanding life insur- 
ance in force from something in the 
neighborhood of $10,000,000,000 in 1903 
to approximately $50,000,000,000 in 1923. 
These figures are so astounding that 
actuaries alone fully realize their mag- 
nitude. Even these wizards of figures 
cannot visualize the good that comes to 
the family, business, industry and the 
state by reason of the distribution and 
investment of insurance funds. 


Other lines of insurance and for like 
reasons have in the same time made a 
growth which compares favorably with 
that of life insurance and the investment 
and distribution of their fuids work out 
in results equally’ beneficent. Insurance 
has, as it deserves, the confidence of 
all right thinking people. The merits 
of American insurance are appreciated. 
The honesty, competency and integrity 
of company management are acknowl- 
edged. The sound investment of insur- 
ance funds, to use the words of an au- 
thority upon this subject, protects “not 
only the families of the nation but every 
institution upon which the safety of the 
home depends.” To quote again from 
the same authority “It is fair to say that 


through no other institution have so 
many people ever participated in the de- 
sirable things of life with’ .such satis- 
factory results to themselves and their 
dependents and with such general good 
to the community.” 


What Results Have Been 


How effectively insurance men have 
preached the gospel of insurance is at- 
tested by more than fifty millions of 
people who have become members in 
what has been aptly called “The Great- 
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est Family in the World” and by count- 
less millions more, who have been bene- 
fited, either directly or indirectly, by in- 
surance. By these facts do we not pre- 
sent a complete answer to the pessimists 
who occasionally decry our neglect of 
opportunities to cement our public re- 
lations? 


Now, to descend to a lower plane and 
get down to the cross-currents. This 
figure is not so faulty as it may sound 
for cross-currents are not always visible. 
They work their damage at times openly 
upon the surface but at other times from 
below, like under-currents in the sea. 
One day they may be started by an 
ultra-conservative underwriter, who 
views with as much alarm any departure 
from old ways as the most confirmed 
and obstinate “stand-patter” in politics. 
On another day a supervising official 
may use the ample authority conferred 
upon him to hinder and obstruct because 
he grasps the letter of the law only and 
not its spirit or because he feels impelled 
to make a ruling to supplement or to 
change the law enacted by the legis- 
lature. A third cross-current and a very 
troublesome one comes from the di- 
rection of the visionary, who would 
popularize insurance, reduce its cost and 
increase its benefits by abandoning or 
eliminating some or all of the elements 
and requirements which have made in- 
surance sound and safe. Then, again, 
legislatures turn aside from their regu- 
latory efforts to embark the state in 
the business of insurance. Only too fre- 


quently under the pretense of the pub- 
lic good insurance is subjected to so- 
called investigation. For some of these 
in the past there was reasonable justi- 
fication; for others none at all 


Legislative Handicaps 


The danger is that they are followed 
by precautionary legislative measures 
usually too hastily conceived and framed 
to be of much value, even as temporary 
safeguards. Good came from the _ in- 
vestigation of insurance in New York 
in 1906, but evils also resulted there- 
from. Who can say accurately, after 
the lapse of eighteen years, whether 
the balance is on the debit or on the 
credit side of the account? Limitations 
were placed by law upon the cost of ac- 
quiring new insurance and upon the 
number and amount of renewal commis- 
sions to agents. These were made with 
wisdom and have had a great influence 
upon life insurance for they enabled the 
smaller companies to grow larger, 
stronger and more influential in competi 
tion upon equal terms with the insur 
ance giants of that day. But—and this 
is the interesting part of the story—the 
same legislature handicapped its own 
domestic life insurance companies by a 
rigid standard form of life insurance 
contract which life insurance companies 
of other states were not required to 
use, even in the State of New York. 
Naturally, this handicap had to be re- 
moved. 

A more serious difficulty was created 
by the limitation placed by the same 
legislature upon the amount of new life 
insurance which could be issued by any 
company in a given period. Therefore, 
the need for more insurance protection, 
however great, in any one of these 
periods could not be satisfied by any 
company which transacted business in 
the State of New York if the issues 
which such company had made or was 
likely to make in the period would equal 
what the legislature in its wisdom had 
declared to be sufficient, for there were 
grievous penalties provided for viola- 
tion of this law. 

Whether this enactment was prompted 
by a fear of “big business” or to insure 
economical management, it was unwise 
legislation. Economy was amply en- 
forced by the limitation upon the cost of 
obtaining and retaining business and to 
put a check upon the demands for life 
insurance protection was wholly inde- 
defensible. Whether we are in accord 
with the political views and theories of 
the late President Roosevelt or of the 
present distinguished candidate of the 
Democracy for the Presidency of the 
United States, we must be in accord with 
their view so well expressed by Mr. 
Davis that “ sig business has made this 
country what it is. We want big busi- 
ness. But it must be honest.” 

A study of the changes in this limi- 
tation made from time to time since its 
first enactment is the best illustration 
of the futility of a legislative attempt to 
interfere with economic laws or the right 
growth and development of any business 
or industry. Insurance is a big business 
and it is a big business honestly con- 
ducted and it is up to the companies, 
with or without legislative help, to keep 
it honest. 


Section 97 Analyzed 


Commendation of the limitations upon 
the cost of acquiring and keeping insur- 
ance does not imply that these limita- 
tions are free from all fault or that they 
are always applied with wisdom or dis- 


crimination. In the famous Section 97 
will be found the following: 

“4. Except as hereinafter provided, all 
bonuses, prizes and rewards, and all in- 
creased or additional commissions or 
compensation of any sort based upon the 
volume of any new or renewed business 
or the aggregate of policies written or 
paid for, are prohibited. Nothing here- 
in contained is to be construed as pro- 
hibiting the institution of contests or 
competitions among agents, and the 
recognition of success in such compett- 
tions by the awarding of ribbon deco- 
rations, models, pins, buttons or other 
tokens of small intrinsic value, given not 
as compensation but as a bona fide 
recognition of merit.” 

No one has questioned the propriety 
of the prohibition against bonuses and 
rewards or increased or additional com- 
missions or compensation based upon the 
volume of new or renewed business or 
the aggregate of policies. 

We may very properly ask in the first 
place why a legislature should meddle 
with company practices in the matter oi 
agency contests, competitions or con 
ventions or undertake to define the kind 
of prizes to be awarded as tokens in 
recognition of merit. In the second place 
we may inquire why it was, with suf 
ficient provisions for economical ad 
ministration and ample power vested in 
the department to enforce economy and 
with incontrovertible evidence that the 
companies as a whole were honestly liv- 
ing up to the spirit as well as to the let 
ter of the law, the legislature should 
assume—and this assumption is reflected 
in the rulings of the department—that 
companies would be dishonestly  ex- 
travagant in the matter of prizes as a 
subterfuge in evasion of the law and that 
agents would take these prizes just as 
dishonestly as compensation and not as 
a bona fide recognition of merit. 

This section of the law must be more 
embarrassing to the department than it 
is to the companies and all who are in 
terested must sympathize with the ef 
forts of the officials to interpret the 
meaning of “small intrinsic value” and 
to reconcile rulings so as to justify the 
gift of a loving cup which might cost 
several hundred dollars and prohibit the 
gift of a fountain pen or an Ever-Sharp 
pencil or a silk umbrella. 


Involves Agents’ Conventions 


Another curious feature in this same 
connection is that a life insurance com- 
pany may pay the agent’s expenses to 
an agency convention because such pay- 
ment is considered as a temporary en- 
joyment of a reward for efficiency which 
brings no pecuniary return to the agent 
but a casualty company, which is not 
subject to section 97, must be very care- 
ful to avoid anything in the way of an 
announcement which might be con- 
sidered as an invitation to agents of 
other companies to ignore their con- 
tractual obligations or to incur the 
penalty for twisting. 

Curiously enough, life companies, 
which for many years have been per- 
mitted to pay the expenses of the wives 
of agents in attendance upon a company 
convention, are now debarred from do- 
ing so while under rules governing 
casualty companies and approved by the 
department it is entirely proper to in- 
vite the ladies and pay their traveling 
expenses 

To those who are familiar with the 
controversies which have been waged 
ovet agency conventions during the past 
year it would seem that the cross-cur- 
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rents were electrical rather than aqueous 
and rather highly charged at that. 


Rules On Policies and Commissions 


We have discovered within the year 
that we may issue to an insured two 
policies at one time in two separate in- 
struments, one for term insurance, to 
be effective immediately, the other a 
whole life or a limited payment life, to 
become effective at a later period, and 
to the agent who produced the risks 
we may pay full first year commis 
sions and the full number and amount 
of renewal commissions on each policy. 
We cannot, however, issue in one instru 
ment a policy which will automatically 
change from a term insurance to a whole 
life or limited payment life and pay the 
full number and amount of commissions 
to the agent. 

We know from experience that the 
insured would prefer to have this insur- 
ance in one instrument and to have the 
change from the term to the full cover 
age come about automatically so as to 
avoid the loss which would follow a 
failure to exercise the option to convert 
within the limited period and these con- 
vertible term contracts as such must 
have been satisfactory in form to the 
departments for they were duly ap- 
proved. Moreover, we know that the 
agent would receive no more in the way 
of commissions under the convertible 
term than he would receive under the 
two contracts formerly in use and ob- 
viously as a matter of business economy 
the convertible term has many advan 
tages over the two forms of contracts. 

Because of the letter of the law, how- 
ever—and, again, the spirit seems to 
have been disregarded—a development 
in insurance protection economically 
sound and actuarially commendable must 
be abandoned and the agent be forced 
to forego his just remuneration. It is 
not suggested that this construction of 
the law will not appeal to lawyers or to 
some underwriters. Laymen, however, 
who seek this kind of insurance are un 
able to get the point. 

Should Not Run Companies 


It should not be inferred that we are 
at odds with departmental supervision. 
We glory in it as a great force in the 
upbuilding of insurance and we appre- 
ciate the high character of the body of 
officials as a whole and the splendid 
work which is being done in the interests 
of insurance by the National Conven- 
tion of Insurance Commissioners. But 
we believe that departmental officials 
should supervise the companies and not 
administer their corporate affairs. We 
find fault only in the way of con- 
structive, helpful criticism. 

A matter which should receive the 
careful attention of all who are inter- 
ested in group insurance is the proposal 
recently made to so extend group insur- 
ance as to cover risks in some way asso- 
ciated businesswise or professionally but 
not related to a common employer. To 
do so will not only detract from the 
sentimental value of group insurance as 
a protection offered by an employer to 
the dependents of his employees but may 
materially affect the insurance of in- 
dividual risks under appropriate forms 
of insurance suited to their necessities. 
In two states, at least, group policies 
may be issued to cover the members of 
one or more companies, batteries, troops 
or other units of the National Guard of 
any state under a policy issued to the 
commanding general of the National 
Guard. It will be but a step from this 
to insurances issued in like manner to 
cover members of the bar or the medical 
or other professions and associations of 
business men and industrials workers. 
The proposal deserves more considera- 
tion than can be given in this paper. 

There are other hindrances and ob- 
stacles but as Kipling says “That is 
another story.” To come back again to 
our first thought, notwithstanding these 
irritating cross-currents—perhaps _ be- 
cause of the extra effort induced to over- 
come them—we have accomplished much 
and placed the institution of insurance 
in the very foreground of all worldly 
activities. 


Reinstatements and 
Law Affecting Them 


THREE IMPORTANT 


W. B. Miller, General Counsel, Vol- 
unteer State Life, Presents Compre- 
hensive Study of Subject 


PHASES 


In a discussion of the legal phases of 
reinstatement, White B. Miller, general 
counsel of the Volunteer State Life, 
Chattanooga, Tenn., went fully into the 
statutory and case law features that 
control this function of the business. He 
divided his subject into three parts, (1) 
Should inducing fraud be available as a 
defense? (2) Must the application to re- 
instate be attached to the policy to avail 
the insurer of inducing fraud? (3) What 
discretion, if any, should be accorded 
the insurer as a matter of law in judg- 
ing the risk involved in reinstatement 
question ? 


Should Inducing Fraud Be Available as 


a Defense? 


Mr. Miller’s discussion follows in part: 


It has been frequently assumed the 
question now at issue turned on whether 
reinstatement constituted a new con- 
tract or was a reviver of an old one, 
the contestable period whereof had con- 
ventionally expired. In several rein- 
statement controversies the courts have 
so reasoned. But [| mark that many, 
probably most, of the cases cited in sup- 
port of the conclusions reached by the 
courts were unrelated to provisions now 
being considered. That is, cases often 
cited involved reinstatement of policies 
containing no reinstatement clause and 
where no statute was apt. Such was 
the Galbraith case (115 Tenn., 471; 91 
S. W., 204), sometimes referred to as a 
landmark of the new contract theory. 

Mr. Miller’s paper contained numer- 
ous citations and quotations from de- 
cisions sustaining the points made in his 
address. 

The crucial inquiry under legal prin- 
ciples governing is to ascertain the in- 
tention of the contracting parties in the 
light of the circumstances. To ascertain 
the intent, what rule of interpretation 
should apply? A strict one favoring the 
assured on the theory that the policy 
was prepared by the insurer? Or a fair 
and natural one, since the phraseology 
was legislatively ordained, of which the 
parties are alike held to presumptive 
knowledge ? 

The latter seems to accord with rea- 
son, and hence the correct rule, despite 
it has been of slow growth among text 
writers and courts. 

Taking up the question of strict con- 


struction, Mr. Miller quoted the opinion 
in Ebner v. Ohio State Life and con- 
tinued: 


By this rule of reason, we learn the 
legislative intent in the enactment of 
the concurrent incontestable and rein- 
statement provisions. Can it be fairly 
supposed the Legislature intended the 
former should become an immediate and 
ever-enduring shield for those whose 
deliberate fraud might induce the lat- 
ter? Whether the reinstated contract 
be viewed as a new or an old one, to 
obtain it the applicant is burdened by 
the statute with proof of insurability. 
Which presupposes his conscious, posi- 
tive conduct as an essential—generally 
including his own deliberate written 
statement. I dare say a case of inducing 
fraud is rare indeed except by the ap- 
plicant’s design. 

I do not find that the courts in any 
of the cases cited considered whether in 
standard provisions policies the strict 
rule should apply. In few, if any, of 
them could the point have been made, 
due to advanced age of the policies. 

Among the decisions impliedly indulg- 
ing the rule of fair and natural inter- 
pretation to reinstatement of policies 
carrying voluntary incontestable pro- 
visions are the cases of McCormack (220 
N. Y., 447), 1917, and Rosenberry 
(Texas Com. of App., 213 S. W., 242) 
in 1919, In both, the incontestable pro- 
vision was substantially like the statu- 
tory provision, and the courts held in- 
ducing fraud would void reinstatement 
after the conventional contest period 
had expired. True, the reinstatements 
were both voluntary, but they were un- 
qualified, and I cannot conceive that re- 
instatement pursuant to statute should 
be more strictly construed against the 
insurer than in contractural cases. If 
this conclusion be incorrect, it might 
follow that these two cases should be 
here disregarded. 

The case of Beard in 1916 (104 S. C., 
45) standing alone might be considered 
as denying the right of contest for fraud 
after the conventional period, but this 
view is dissipated by the ruling in Ward 
v. New York Life (1924) from the same 
State, not yet officially reported, though 
final. There, the policy issued Septem- 
ber, 1919, lapsed two years later, and 
was reinstated upon applicant’s untruth- 
ful statements after the grace period had 
expired. Upon his death, the insurer 
denied liability and suit followed. Re- 
instatement was pursuant to policy pro- 
vision that— 

“At any time within five years, . . 
upon written application by the insured 
and presentation . . . of evidence of 
insurability satisfactory to the Company, 
this policy may be reinstated,” etc. 

A statute ante-dating the policy and 
on which plaintiff relied declared— 

“All life insurance companies that 
shall have received the premium on any 
policy fot the space of two years shall 
be deemed and taken to have waived 
any right they may have had to dispute 
the truth of the application for insur- 
ance, or that the assured person had 
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made false representations, and the said 
application and representations shall be 
deemed and taken to be true.” 

On the trial defendant was permitted 
to prove, over plaintiff’s exception, that 
reinstatement was induced by fraud. 
Plaintiff elected to stand on the excep- 
tion and defendant was given judgment. 
Plaintiff assigned but one error on ap- 
peal. 

‘the clear-cut issue was whether the 
policy engagement to reinstate, coupled 
with the contestability provision, cut off 
the insurer’s right to contest the rein- 
statement for fraud. The trial court 
(Judge Dennis) having upheld the in- 
surer’s contention that the statute did 
not apply to reinstatements, the Supreme 
Court, in affirming, said: 

“The appellant relies upon the statute 
quoted. The language is clear. After 
two years the Company waives any right 
they may have had to dispute the truth 
of the application for insurance, that 
the assured person had made false rep- 
resentations and the said application 
shall be deemed and taken to be true. 
There was no attempt to attack the ap- 
plication for insurance. The con- 
test of these policies is based upon the 
non-payment of premium within the 
time provided by the contract, or the 
extension of thirty days. The plaintiff 
then relied upon a reinstatement, not 
covered by the statute, and failed. Judge 
Dennis was right. The evidence was ad- 
missible and, being undisputed, a direc- 
tion of a verdict for the defendant was 
properly made.” 

To the same effect in Linder v. Met. 
Life, 148 Tenn., 243-5 (1923) where, with 
respect to statutory provisions now being 
considered, the Court said: 

“A statute will not be construed to 
alter the common law, further than the 
act expressly declares or than is neces- 
sarily implied from the fact that it 
covers the whole subject matter. 
Neither of the statutes. above referred 
to undertake to regulate the reinstate- 
ment of policies which have been per- 
mitted to lapse for the non-payment of 
premiums, but only relate to the issu- 
ance of original policies. . . . No ref- 
erence whatsoever is made to the re- 
newal or reinstatement of policies which 
have been issued, so, following the well 
established rule of construction, these 
statutes must be construed as applying 
only to matters with which they deal in 
express terms.” 

In accord with Reidy v. John Han- 
cock Life, 139 N. E., 538 (1923), where 
the policies assured reinstatement with- 
in five years from lapse and incontest- 
ability after one year. They lapsed, were 
reinstated in 1917-18 respectively, on as- 
sured’s false statements, and he died 
within a year thereafter. 

The opinion does not suggest that the 
plaintiff there even maintained that the 
right to contest reinstatement for fraud 
was inhibited by the statute. At any 
rate, he ruling leaves no doubt that the 
incontestable provision had no applica- 
tion. 

An opinion of interest, brought to my 
attention, and one which I think abso- 
lutely sound (Nova Scotia Trust Co. v. 
Mutual Life Insurance Co. of New 
York), is by the Chief Justice of Nova 
Scotia, while sitting as a trial judge, 
however, and hense appealable in course 
to the full Supreme Court. The policy 
carried reinstatement within three years 
from lapse and incontestability after two 
years from issue. The assured died 
more than two years after issue but 
within two years of reinstatement, which 
the Company insisted was induced by 
fraud. Suit followed and plaintiff con- 
tended that on the facts the incontest- 
able provision precluded inquiry of 
fraud. The justice, after observing he 
had found no English or Canadian cases 
in point, and the American cases seemed 
in confusion, said: 

“If the argument on behalf of the 
plaintiff prevailed, then it would follow 
that, if a period of two years from the 
date of the policy had expired before 
the policy lapsed for non-payment, then 
on the reinstatement the policy would 
be forthwith incontestable. That means, 
in effect, that in the case of fraud in 





-_— me ah 











October 18, 1924 


AMERICAN 


LIFE CONVENTION EDITION— THE EASTERN UNDERWRITER 13 





the application for reinstatement, the in- 
contestability clause does not lmit the 
time within which the defense of fraud 
may be set up, but absolutely prevents 
it from being set up at all in the case 
where two years has expired before the 
policy is reinstated. 

“I find myself unable to say that the 
defendant Company ever intended the 
incontestability clause to apply to the 
case of the reinstatement of the 
policy. 

“In my opinion the incontestability 
clause does not apply to the reinstate- 
ment, and, therefore, the defendant 
Company can under the circumstances 
of this case set up fraud in the appli- 
cation tor reinstatement. 

“The argument that, once the Com- 
pany is satisfied of the insurability and 
reinstates the policy the matter is finally 
concluded, does not appeal to me. This 
argument is based on the reinstatement 
clause which I have quoted, which pro- 
vides that the Company may reinstate 
the policy ‘Upon evidence of insurabil- 
ity satisfactory to the Company,’ 

“It is patent, I would think, that the 
Company in deciding the question as to 
the reinstatement does so upon the evi- 
dence produced by the assured and rely- 
ing upon its truth. If it turns out to 
be fraudulent and false evidence, I do 
not see why the assured or those claim- 
ing under him should be able to say 
that they are to have the benefit of the 
contract so obtained. Of course, the 
parties could have limited the time for 
raising any defense, but the argument 
must go to the length of saying that 
they contracted that the acceptance of 
fraudulent and false evidence by the 
Company should be conclusive. I can 
find no warrant for so construing the 
reinstatement clause. To interpret it in 
that way would be to put a premium 
on fraud and do violence to the lan- 
guage used. There is nothing in that 
clause to show that the Company’s de- 
cision once made is final and conclusive. 
its decision is based on the supposition 
that the evidence submitted to it is 
truthful and, if it is not, then the usual 
result must follow.” 

On the whole, I think the statutory 
incontestable and reinstatement provi- 
sions may consistently stand together, 
working no ambiguity if fairly inter- 
preted. Consequently inducing fraud is 
a defense against reinstatement, since 
the incontestable clause was never in- 
tended to apply thereto. 

A pertinent inquiry is the period of 
contest in such cases. It may be plaus- 
ibly argued that under the declared legis- 
lative policy and by close analogy the 
new period is impliedly the same as the 
old. With equal plausibility it may be 
urged that, in the absence of express 
legislation, the period is as if no incon- 
testable clause were in the policy. | 

The question is a nice one, upon which 
the courts may divide, and I believe 
clarifying uniform legislation on this 
feature would prove salutary. 

Another pertinent inquiry is What of 
policies containing similar provisions, 
voluntarly inserted, that is, written in 
States which do not prescribe either or 
both the incontestable and reinstatement 
provisions? Shall the old rule based 
on the insurer’s ambiguous language ap- 
ply to them? 

Assuredly not to those in recent years. 
Insurers have been obliged to insert 
such provisions in many of the States. 
To standardize their business by vol- 
untarily writing similar policies in other 
States seems commendable. It also re- 
moves the appearance of discrimination 
and encourages healthful competition. 
Besides, these provisions, fairly inter- 
preted, always benefit the insured, and 
their voluntary insertion should be judi- 
cially encouraged when consistent. 


Must the Application to Reinstate Be 
Attached to the Policy to Avail 
the Insurer of Inducing Fraud? 


I believe not, where the statutes 
quoted at the outset are typical and 
existent. This conclusion seems war- 
ranted by the announcements in Lin- 
der v. Met. Life, supra, Reidy v. John 


(Continued on page 17) 


Automatic Premium 
Versus Other Plans 


THREE SYSTEMS DISCUSSED 
G. A. Grimsley Believes Premium Loan 
Best Because It Keeps Policy In 


Force; Other Plans 


Of all the liberalizing features of the 
modern life insurance policy designed to 
keep the insurance in force when once 
taken, the automatic premium loan is 
the best in the opinion of George A. 
Grimsley, president of the Security Life 
& Trust of Winston-Salem, N. C., given 
in a discussion of this subject before 
the convention. Mr. Grimsley’s discus- 
sion follows: 


The automatic premium loan is one of 
the many liberal features that have been 
written into policy contracts in later 
years, as a result of a better knowledge 
through experience of the life insurance 
business, the desire on the part of the 
companies to give to the policyholder 
every moral equity, and to offer him 
every inducement and opportunity to 
continue his insurance in full force. 

There is quite a difference in the 
policy contracts of today and those of 
50 years ago. Then claims were not 
paid upon reciept of due proofs of 
death, but within 60 or 90 days. Death 
by suicide at any time, or in consequence 
of the violation of the law, change of 
occupation to a more hazardous one, 
travel or change of residence in many 
parts of the United States without writ- 
ten permit endorsed upon the policy 
voided the contract. There were no 
days of grace, no surrender values and 
no policy loans. These restrictions were 
placed on every contract in order that 


the companies might be certain to keep 
within the bounds of safety. As soon 
as experience justified, the present 
liberal features were volutarily adopted 
by the more progressive companies. 
These liberal features were enacted into 
laws by many legislatures in 1905, after 
the upheaval occasioned by the Arm- 
strong investigation. 


Extent of Its Use 


There are at present three automatic 
features that are operative in the event 
the policyholder does not pay _ his 
premium when due, the automatic paid- 
up policy for a smaller amount than 
the face amount, the automatic extended 
term for the full amount, and the auto- 
matic premium loan which keeps the 
policy in {ull force as long as the sur- 
render value will pay its premiums and 
interest charges. It will be recalled that 
when the extended and paid-up features 
were first granted, if the insured died 
during the first three years after the 
lapse, the premiums with interest for 
those years were deducted. Now, nore 
are deducted. 

According to the Unique Manual, in 
1923, there were 166 companies that 
granted automatic extended insurance, 
45 that granted automatic premium loans 
and 18 that granted automatic paid-up 
policies. It will be seen that there is a 
wide difference in practice, some vari- 
ation due, of course, to legislation. It 
would be interesting to know just what 
determines the practice of the different 
companies. The determining factor 
should be what is right and equitable to 
both the retirimg and remaining policy- 
holders. 

The subject of automatic premium 
loans has been so ably and exhaustively 
discussed by many of the most experi- 
enced actuaries of this country and 
Canada, from time to time, since 1908, 
that I thought I could not do a better 
service than to bring together in this 
paper, in their own words, the heart of 
the argument of some of those who 
have discussed it, and refer you to the 
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original source of these papers and the 
oral and written discussion of the same 
for a further study. 


What Has Been Said On Subject 

It will be interesting to those who 
have not done so to read the paper of 
Mr. Rhodes on the mortality experience 
of the Mutual Benefit under policies 
running under automatic extended in- 
surance, read before the Actuarial Soci- 
ety of America in October, 1908, and the 
general discussion of the same at the 
meeting in 1909, also one on the same 
subject by Mr. Welch of the Phoenix 
Mutual, May, 1912, and by Mr. Mac- 
donald of the Confederation Life at the 
meeting in October, 1912. The written 
and oral discussion of Mr. Welch's 
paper may be found in Vol. 13, Page 
312 of the Transactions. 

The original papers on extended in- 
surance and the discussion of the same 
have been directed at the automatic 
icatures, some advocating the automatic 
extended insurance and others the auto- 
matic premium loan. Mr. Rhodes is one 
of the strongest champions of the auto- 
matic extended insurance. In his written 
discussion of Mr. Welch’s paper on “Ex- 
tended Insurance,” Vol. 13, Page 313 of 
the Transactions, he says: “I think we 
can all agree that the practice of con- 
tinuing a policy in force for its full 
amount in case of default in the pay- 
ment of premiums meets a need of the 
insuring public which may be said to be 
almost vital. The only other plan which 
meets this need is one which is looked 
upon with approval and preference by 
some actuaries. I refer, of course, to 
the plan of continuing the original policy 
in force by charging the unpaid prem- 
iums as a lien, so long as such a lien 
is secured by the policy reserve. The 
relative desirability of these two plans, 
so far as individual policyholders are 
concerned, can not be settled by any 
general statement, but we can determine, 
in a measure, which plan is more desir- 
able for the average policyholder, and 
that is really all that can be done in 
any question of like character.” 

Further on in the discussion he ad- 
mits that, “There is a certain advantage 
to the policyholder under the automatic 
premium loan plan, in that, while the 
insurance is continued, a medical exam- 
ination is not required to restore the 
policy to its original condition,” but 
thinks this is offset under extended in- 
surance by the “advantage to the policy- 
holder in having this insurance con- 
tinued for a definite amount and fixed 
time instead of for a constantly decreas- 
ing amount and for an indefinite time.” 

He further states: “It is clear that un- 
der the extended insurance provisions 
more policyholders would benefit, both 
in the amount and the term of extended 
insurance, than under the automatic loan 
provision. It has been shown that in 
extended insurance the effect of selec- 
tion against the company is heavier im- 
mediately after the lapse than it is dur- 
ing the later period of extended insur- 
ance. It has also been shown that for 
policies having a longer duration be- 
tween the time of issue and the time 
of extension the deaths are proportion- 
ately greater. These facts have an im- 
portant bearing in determining the rela- 
tive advantage of the two plans, so far 
as the company is concerned. Although 
for policies with short duration, the 
period of extended insurance is greater 
than the period during which the insur- 
ance would be continued under the loan 
plan, the company still retains in some 
measure the benefit of the medical selec- 
tion. Under policies with long dura- 
tions, where the heaviest mortality un- 
der extended insurance is experienced, 
the term of extended insurance may be 
less than the period during which the 
insurance is continued under the loan 
plan. The company, of course, realizes, 
under the loan plan, the benefit of any 
premiums charged as a lien; but this, of 
itself, is not sufficient to make the loan 
preferable to the extended insurance 
plan. The definite time and fixed amount 
for which the insurance is continued 


under the latter plan, as well as the 
to the greater 


longer term available 
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number of policies, in my opinion, makes 
the extended insurance plan preferable.’ 


Two Methods In Use 


Mr. Macauley, of the Sun Life, in dis- 
cussing Mr. Rhodes’ paper, Vol. 11, Page 
76, of the Transaction, said: “There are, 
however, two methods of continuing the 
original assurance in force. There is 
the extension system, which has become 
so common in the United States and 
which is now incorporated in the laws 
of many States of the Union, and there 
is the other system which is generally 
known as the Australian non-forfeiture 
system, and which has been more ex- 
tensively adopted in Canada than the 
American method. The difference is 
radical. The extension system is one by 
which the cash value of the policy, or 
such proportion of the reserve as may 
be set aside for that purpose, is used 
to purchase term insurance for the 
length of time that can be covered by 
that value. It is just another form of 
surrendering the policy. If a man either 
intentionally or unintentionally allows 
his policy to lapse, then the extension 
period comes into operation and his pol- 
icy is protected, but if he wishes to re- 
vive his policy—and a man may wish 
to revive his policy, especially in case of 
unintentional lapsing—he can not do so 
until he passes a satisfactory medical 
examination, 

“Now, the Australian non-forfeiture 
system proceeds upon an entirely ditfer- 
ent basis. The idea is not to cancel the 
policy at all, not to have it surrendered 
and replaced by an extended term insur- 
ance, but to keep the original policy in 
force by automatically advancing the 
premiums as they fall due so long as the 
value of the policy is sufficient to jus- 
tily the company in making the ad- 
vance. It is a system of automatic loans, 
a ditferent thing entirely from the ex- 
tended term insurance. If a man lets 
his premium fall into arrears, his policy 
does not lapse as long as there is value 
suthicient to pay the premiums, and if, 
at the end of three months, or whatever 
the time may be, he comes in and says, 
“I wish to revive the policy,” he can 
revive without medical examination be- 
cause the policy has never lapsed. It 
does not need to be revived, it is in full 
force, it is in exactly the same position 
as if the man had made a loan to pay 
the premium, with this difference only, 
that it has been done automatically for 
him and in that way he has been pro- 
tected against oversights or slips. 

“The object of such an arrangement is 
not merely to protect persons against 
the contingency of early death, not 
merely to protect those who are bad 
lives, but to reduce lapses, to keep the 
policies in force and every effort is 
made to persuade policyholders to pay 
up the premiums that are in arrears 
even in instalments.” 

Mr. Macauley, after giving the ex- 
perience of his company under the auto- 
matic premium loan from September, 
1894, to December, 1908, further states, 
“We do give the extension system also 
as an option but it is not automatic. The 
policyholder has to apply before the 
lapse of his policy in order to get it, and, 
as far as | know, we have had only 
about fifty persons in the history of our 
company who applied for the extension 
in preference to the other. We give 
both, but the automatic feature is our 
Australian non-forfeiture system. 
Whether the public likes it or not may 
‘be judged by the fact that while we 
have had twenty-tour thousand take the 
one, we have had fifty take the other.” 

“We believe that by this Australian 
system, which has been so _ generally 
adopted by Canadian companies, we are 
able to protect our policeholders at least 
as effectively as under the extension re- 
ferred to in Mr. Rhodes’ paper, and that 
we further avoid most of the evils 
which the extension system has. While 
I admit with pleasure that the extension 
system is an excellent thing, we think 
we have something just a little better.” 

Mr. Rhodes, in his rejoiner, says: 
“Now, as to the popularity of the two 
features, Mr. Macauley has given us 


the number of policyholders in his com- 
pany who have preferred extended in- 
surance. Two years ago we placed the 
automatic loan feature in our contracts 
as an option. We have issued, I sup- 
pose, some sixty or sixty-five thousand 
policies since that time and less than 
half a dozen members have taken ad- 
vantage of the automatic loan plan.” 


Views of Another Authority 


Mr. Moir, in the oral discussion of 
Mr. Rhode’s paper, Vol. 11, Page 94, 
says: “I am very strongly in favor of 
the automatic loan plan which I have 
seen in practical operation since 1886 
when [ started in life insurance; it has 
been in use in this country in two or 
three companies and has been very 
favorably received by the policyholders 
and by some of the agents; those 
agents, that is, who take the trouble to 
understand it.” 

And in his oral discussion of the paper 
of Mr. W. P. Barber, Jr., Vol. 25, Page 
106, he says: “I have seen this plan 
in operation since 1886; the first com- 
pany I joined had this system. It was 
different from that which Mr. Wood has 
explained; the interest rate was the nor- 
mal rate usually charged for policy loans 
at that time in Scotland, 5%. I can not 
give definite statistics, but the general 
impression was that the experience was 
thoroughly good. It was than an un- 
usual plan of operation for British com- 
panies, and I believe practically unknown 
here. 

“IT have always felt that the extended 
insurance feature, so common here, is 
not a good method of carrying on a 
policy contract, because it completely 
changes the character of the policy. A 
20-year Endowment Policy is changed 
from an Endowment to Term by the 
extended insurance modification; but 
the automatic premium loan continues 
the exact character of the policy as it 
was originally drawn, and yet gives a 
result equivalent to the extended insur- 
ance; that is, it gives further insurance 
protection for the full amount, less only 
the charge for the premium. 

“Of the two plans, the automatic 
premium loan is more in accordance 
with the minds of the parties when the 
policy contract was originally made. 
There are many other little points of 
that kind that can be brought out, but 
| would only add my word of commen- 
dation of the automatic premium loan 
clause, which I think is better for both 
the insured and the company.’ 


Those who are interested will find 
other valuable papers and discussions of 
this subject in Vol. 24, Page 386 and 
Vol. 25, Page 104 of the Transactions, 
and in the Record-American Institute 
of Actuaries—Vol. 2, Page 93 and Vol. 
61, Page 119. 

I am of the opinion that the most de- 
sirable of the automatic features now in 
use should be determined by what is 
just and equitable to both the retiring 
and remé Lining policyholders, and is most 
effective in conserving the business of 
the company, the one that does not en- 
able any particular class to secure an 
undue advantage over the policyholders 
as a whole. 

Mr. Ferguson, in his discussion of the 
paper by Mr. Welch on Extended In- 
surance-Transactions, Vol. 13, Page 319, 
brings out a vital point when he says: 

“Mr. Rhodes stated that in his com- 
pany the policyholders received a greater 
benefit by accepting extended insurance 
instead of taking the automatic prem- 
ium loan. This does not seem to me to 
show any inherent advantage that ex- 
tended insurance possesses over the 
automatic loan, but it suggests to me 
that possibly the extended insurance 
offered by Mr. Rhodes’ company is per- 
haps unduly liberal. There should be 
some equation between the two which 
should work out the results equitably, 
allowing on the side of the automatic 
loan the advantage that the policyholder 
has in being able to continue his policy 
without examination, and charging as a 
disadvantage of that system the reduc- 
ing insurance. If such an equation is 
formed, and if the extended insurance 


Some Objections to 
Premium Loan Plan 


ITS VALUE OFTEN UNCERTAIN 


President N. Z. Snell Tells of Method 
Used by Midwest Life In Handling 


Business 


The method used by the Midwest Life 
of Lincoln, Neb., in keeping policies 
alive that had fallen behind in premium 
payments, was explained by President 
N. Z. Snell. This company’s plan has 
some unique features which President 
Snell explained as follows: 

About 1911 many companies were 
stressing their premium loan clause. It 
read something like this: 

“Upon the request of the insured and 
assigns, if any, made prior to default in 
premium payment, the premiums there- 
after falling due and not paid will be 
charged as a premium loan, with interest 
at a rate not to exceed per cent. per 
annum, provided the then cash sur- 
render value be sufficient to cover such 
loan. Any premium loan may be repaid 
at any time.” 

The fact was emphasized that after a 
policy had a cash value, it could not 
lapse as long as that value was suffi- 
cient to pay an annual, semi-annual or 
quarterly premium, or in some instances 
the premium for a single day. As the 
loan could be paid at any time, the 
policyholder had the right, loosely 
speaking, to reinstate his policy fully 
without a new medical examination 
simply by liquidating the loan. Or, it 
he could not discharge it in full, he 
could, by paying a part of it from time 
to time, keep the policy in force in- 
definitely, 


Objections to Premium Loan 


As I understand it, this provision had 
been in use in Australia long before it 
was inserted in any American policy. It 
is indeed a liberal provision and a talk- 
ing point in soliciting insurance. In 
my judgment, however, two serious ob- 
jections can be made against it. 

First: By a mere bookkeeping entry 
the assets of a company are increased, 
likewise the liabilities. when no money 
whatever is paid or any note or other 
written obligation signed. Tor instance, 
should 1,000 policyholders in one year 
fail to pay their premiums of say, $30.00 
each, the assets of the company would 
be increased $30,000, and also the liabil- 
ities in practically the same amount, de- 
pending upon whether the reserve was 
increased more than or less than the ag- 
gregate premium so paid. This item 
would increase year by year and what- 
ever its amount, large or small, it is a 
book asset without tangible evidence of 
reality. 

Second: No layman and very few in- 





is proved to be a better plan for the 
policyholder, then we have simply a 
proof that cither the extended insur- 
ance is too liberal or the automatic loan 
is not liberal enough.” 

Assuming that this equitable equation 
can be worked out, I am _ thoroughly 
satisfied that the automatic premium 
loan is much more desirable because it 
is more in harmony with the great pur- 
pose of life insurance. The automatic 
extended and automatic paid-up features 
impress me with the idea of an umpire 
being on guard to cry out, “You are 
out,” just as soon as the policyholder 
fumbles the ball so to speak. The auto- 
matic premium loan does not treat him 
as down and out, but holds open to him 
the door of hope as long as equity and 
justice will permit. 

The ideal plan would be to have every 
policyholder keep his policy in force, to 
remain in the group until removed by 
death. The automatic premium loan is 


the only method, in my opinion, by 


which this ideal may be approached. 


surance men could determine how long 
his policy would be kept in force under 
such a provision. He would have to 
depend upon the home office for his in- 
formation. The plan on the whole is 
too complex and intricate for the or- 
dinary man to understand. 


Midwest Life’s Plan 


The Midwest Life undertook to ac- 
complish the same end by simpler meth- 
od. When a policy had a non-forfeit- 
able value, which was not taken by the 
owner in cash or used to purchase paid- 
up insurance, it was placed on extended 
insurance. In other words, extended in- 
surance with us, as with most companies, 
was the automatic benefit given a policy- 
hoider who detaulted in the payment of 
any premium aiter the third. ‘the in- 
sured, however, was given the right, 
without a new medical examination, to 
pay the back premiums with interest, at 
any time during such period of extended 
insurance. If he was unable to pay 
them all, he could pay the one or ones 
longest in default and thereby lengthen 
the terms of extended insurance. For 
this privilege of restoring his policy to 
iull iorce, or lengthening the term of 
extended insurance, the company re- 
served the might to deduct, at death, the 
unpaid premiums with interest from date 
ol deiault. 


Our provision, as you see, was prac: 
tically the same as the automatic 
premium loan provision of other com: 
panics. We deducted the defauitea 
premiums in case of death, while they 
deducted the intangible loan which was 
made up of the premiums the policy- 
hoider had not paid, but which the com- 
pany had trom the surrender value of 
the policy. Both methods, in reality, ac- 
compushed one and the same thing. ‘The 
payment on the premium longest in de- 
fauit under our plan operated to 
lenghten the term of extended insur- 
ance. ‘Lhe partial payment of the loan 
under their method also kept the policy 
in torce lor a longer time because by re- 
ducing the loan another annual, semi-an- 
nual or quarterly premium could be paid 
and the loan still be within the surrender 
value of the policy. 

Our plan had this merit: The policy- 
holder, by consulting the table of ex- 
tended imsurance, could determine at 
any tume when his policy would expire. 
{i three annuat premiums had been paid 
when he defaulted, on July 1, 1924, he 
would know trom his table that his 
policy would be continued for three 
years and 298 days longer. Any time 
within this period he could pay the 
fourth premium and interest which 
would keep his policy in force for six 
years and 137 days trom July 1, 1925; or 
he could pay the four premiums in de- 
fault, or the three or two, according to 
when payment was made, and restore 
the polcy to full force. If he did not 
wish the company to deduct the de- 
faulted premiums in case of death, by a 
written notice to the company within 
forty days after the first default, it 
would deduct none. On the other hand 
he could then only reinstate his policy 
after a medical examination satisfactory 
to the company. 

No Adverse Selection 


To recapitulate: In reinstating with- 
out a medical, defaulted premiums and 
interest were deducted at death from 
the face of the policy. In reinstating 
with a medical, no defaulted premiums 
were deducted. These provisions in our 
policies were unique, and so far as I 
know no other company ever had or 
now has anything like them. 

When we first put them in our 
policies, many insurance men _ predicted 
that we would soon have a decidedly 
adverse selection of risks in our books. 
This prediction, like so many others, as 
to the dire eftect the liberalizing of pol- 
icies would have, failed to materialize. 
The fact remains that there is very 
little adverse selection against a com- 
pany by its existing policyholders. There 
is greater danger, in my judgment, of 
such adverse selection among applicants 
for policies, than from policyholders. 
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Federal Taxes Work 
Many Inequalities 


A TAX FORMULA SUGGESTED 





Com. A. L. Key Says Tax of $50,000,000 
Last Year Was 6% of Total Sur- 
plus of Companies 

New Orleans, Oct. 15.—That the com- 
bined Federal and state taxes place an 
undue burden on life insurance and that 
there are certain provisions in the exist- 
ing Federal law that cause some com- 
panies to pay more than their fair pro- 
portion of the tax were among the in- 
teresting points brought out by Com- 
modore A. L. Key, vice-president and 
general manager of the Volunteer State 
Life of Chattanooga in his address be- 
fore the convention. 
modore Key said: 

The existing Federal law taxing life 
insurance was enacted in 1921 and re- 
enacted during the present year. Briefly, 
the law taxes at the rate of 124% the 


gross income 


Continuing Com- 


received from interest, 
dividends and rents, less the following 
deductions : 

(1) The amount of tax exempt inter- 
est; (2) an amount equal to the excess, 
if any, of 4% of the mean of the reserve 
funds required by law and held during 
the taxable year over the amount of tax 
exempt interest; (3) the amount received 
as dividénds from a domestic corpora 
tion; (4) an amount equal to 2% of any 
sums held at the end of the taxable year 
as a reserve for deferred dividends; (5) 
investment expenses paid during the tax- 
able year, if any general expenses are 
included, not in excess of 4 of 1% of 
the mean investment assets; (6) taxes 
and other expenses paid during the tax- 
able year exclusively upon real estate 
owned by the company; (7) a reason- 
able allowance for depreciation of ‘prop 
erty; (8) interest on indebtedness paid 
or accrued during the taxable year. 

In the case of every company 4% of 
its mean reserves is greater than the 
amount of its tax exempt interest, there- 
fore, deduction (1), tax exempt interest, 
is of no benefit as a deduction and need 
not be considered, so that we may con- 
sider that there are really only seven 
separate deductions from the gross in 
come. 

For the purpose of analyzing the prac- 
tical operation of the present Federal 
law and also to determine the aggregate 
amount of State, County and Municipal 
taxes, licenses and fees paid by the sev- 
eral companies I have been supplied 
with the returns of 139 companies cov- 
cring these various taxes, etc., upon the 
business transacted in 1920, 1921, 1922 
and 1923. Of these 139 companies, 128 
are Ordinary life and 11 are Industrial. 
As these 139 companies hold 94% of the 
total admitted assets of the 291 Amer- 
ican life insurance companies and 90% 
of the business in force, the conclusions 
found from a compilation of their re- 
turns should quite accurately reflect the 


situation with respect to the entire 291 
companies. 


Companies Pay Big Taxes 


A tabulation of the returns of the 139 
companies under consideration shows 
that on the business transacted in 1920, 
when the policy tax, capital stock tax, 
income tax and excess profits tax were 
all in force, they paid a total Federal 
tax of $9,645,094; in 1921 $10,473,544; in 
1922 $9,748,580, and in 1923 $11,672,256. 

This means that notwithstanding the 


removal of the policy tax, capital stock 
tax and excess profits tax the companies 
paid 21% greater taxes, under the pres- 
ent Federal income tax law, on the busi- 
ness of 1923 than they paid under the 
so-called War Tax laws on the business 
of 1920. However, it should be remem- 
bered that many of the companies, es- 
pecially the large companies, have sev- 
eral controversial questions with the 
Treasury Department that have arisen 
under the laws in force in 1920, particu- 
larly with respect to the payments to be 
made under the excess profits clause. 

The returns of the 139 companies show 
that the total aggregate State, County 
and Municipal taxes, licenses and fees 
paid by them on the business of 1920 
was $22,121,716; on the business of 1921 
$24,475,293; on the business of 1922 $27,- 
265,989; and on the business of 1923 $30,- 
697,566. 

If we assume that the 152 companies 
not represented in this compilation and 
holding 6% of the total admitted assets 
of the 291 American companies, paid ad- 
ditional taxes amounting to 6% of the 
several aggregates just enumerated, we 
find that on the business transacted in 
1920 there was a total tax on life insur- 
ance of $33,672,818; in 1921 $37,045,767: 
in 1922 $39,235,443; and in 1923 $44,912,- 
O11. 


The total surplus, including capital, of 
the 291 compaiies on December 31, 1923, 
was $744,205,386. Consequently, the total 
taxes, fees and licenses paid on _ the 
business of 1923 was slightly more than 
6% of their fee assets. It must be 
acknowledged that this is exceedingly 
drastic taxation. The remainder of the 
admitted assets of the colapanies are 
apportioned or set aside to cover various 
liabilities and the policyholders reserves, 
amounting to $8,128,646,534, upon which 
the companies guarantee an annual in- 
terest of 3% to 4%. 


Some Effects of the Taxes 


In order to analyze the practical work- 
ing of the existing Federal law the ag- 
gregates of the 139 companies were 
tabulated from their returns, which gave 
in detail the taxes paid on the business 
transacted in 1923, with the following 
results: 


The major deduction, 4% of the mean 
reserves, amounted to $290,704,926; the 
deduction for stock dividends amounted 
to $3,409,763; and the other five deduc- 
tions aggregated $26,813,691. The total 
of the six deductions, exclusive of the 
major deduction of 4% of the mean re- 
serves, aggregated only $30,283,454. 
Thus 4% of the mean reserves is found 


to be nearly ten times greater than the 
combined total of the other six deduc- 
tions. Since it is the avowed intention 
of the law to tax net investment income 
the question at once arises why, since 
companies carry their reserves on dif- 
ferent bases, should a company carrying 
its reserves on a 3% basis be allowed 
the same deduction as a company carry- 
ing its reserves on a 4% basis? 

Is it not obvious that if Companies A 
and B, each with reserves of $100,000,- 
000, A carrying his reserves on a 3% 
basis and B his on a 4% basis and each 
earning the same net interest on their 
invested assets, both being allowed a 4% 
deduction of their mean reserves, they 
will both pay the same tax, though A 
will have approximately a million dollars 
of free interest in excess of B? 

Is it not manifest that under such an 
arrangement the law causes those com- 
panies that carry their reserves on high 
interest basis which, generally speaking, 
are the smaller and younger companies, 
to pay more than their just proportion 
of the tax, and those companies that 
carry their reserves on low interest 
basis which, in general, are the old and 
large companies, to pay less than their 
just proportion of the tax? Why should 
not this major deduction for each com- 
pany be, simply, the interest required to 
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maintain its reserves, which would be 
absolutely fair to all companies? 

The answer to those questions by a 
distinguished and able official of one of 
the old and large companies, who had 
much to do with shaping the present 
Federal law is, in substance, as follows: 

“T have always conceded that a deduc 
tion for all companies alike of 4% of the 
policy reserve would be technically 
wrong. If we are to be guided by theory 
alone, the deduction should be limited 
to the interest required to maintain the 
reserve. When we look at the matter 
practically, however, we find the latter 
provision is not desirable. The interest 
required to maintain the reserve could 
only be calculated at the home office of 
a company, and the department would 
have no means of checking the correct- 
ness thereof. This would open the door 
to dishonest returns. On the other 
hand, the present provision is one sus 
ceptible of ready checking by the de 
partment and it works substantial jus 
tice 


A Formula for Taxation 


As it seemed clearly apparent that this 
official was in error in considering “the 
present arrangement works substantial 
justice,” | placed the problem before the 
actuaries of the company I represent and 
asked them to try to find a satisfactory 
solution of the practical difficulties pre- 
sented, as I felt confident that the of- 
ficials of the old and large companies 
would wish to pay their just proportion 
of the tax if a practical and satisfactory 
method could be devised. 

After investigation the actuaries stated 
that a close approximation of the inter 
est required to maintain the reserve oi 
each company could be calculated by the 
iormula 


1.05 (My + M2) i 


P+ 4 


M, Mean reserve at beginning of 
taxable year, Mz, Mean reserve at 
end ef taxable year and i Valuation 
rate of interest. And that all compamies 
could be required by law, or Treasury 
Department ruling, to calculate this 
major deduction for income tax purposes 
by this simple formula, which could be 
readily checked by the Treasury Depart- 
ment. 

Since the existing law proposes to tax 
the net income from interest, dividends 
and rents it appears to be altogethe 
unsound and illogical to permit a deduc- 
tion to be made of dividends from stocks. 
Only a few companies own stocks and 
this deduction is comparatively a small 
item, but stock dividends are a part of 
the investment income of those com- 
panies that have invested in stocks and 
should not be allowed as a deduction, as 
it places such companies on a favored 
basis when compared with those com- 
panies that have no portion of their as- 
sets invested in stocks. It is believed 
that it will be generally conceded that 
stock dividends should be placed in the 
same category as tax exempt interest and 
only allowed as a deduction when the 
sum of these two items exceeds the in 
terest required to maintain the reserve. 

By using the formula already men- 
tioned for calculating the interest neces 
sary to maintain the reserves and using 
that figure as the major deduction and 
eliminating stock dividends as a deduc- 
tion, the other deductions remaining the 
same, it was found that a rate of 8.5% 
‘applied to the tax returns of the 139 
companies would give the same agegre- 

gate tax for the business transacted in 
1923 as the 124%% required under the 
existing law. The 139 companies were 
then divided into four groups: Group 


‘No. 1 was composed of the 11 Industrial 


companies, holding 31.77% of the assets 
of the entire 139 companies; Group No. 
2, composed of the 8 largest Ordinary 
companies, —" 45.8% of the total as- 
sets; Group No. 3, composed of the 22 
next largest Ordinary companies, hold- 
ing 17.67% of the total assets; and 
Group No. 4, composed of the 99 small- 
est, 4.76% of the total assets. 


3y applying the proposed plan to the 
various groups it was found that each 
of the companies in Group 1, the In- 
dustrial companies, would have its taxes 
reduced, in amounts ranging for each 
company from $188 to $212,900, the total 
tax reduction for the group being $342,- 
679, The average valuation basis for 
this group was found to be 3.7%, as cal- 
culated by the formula already men- 
tioned. 


It was found that Group 2, the 8 larg- 
est Ordinary companies, would each have 
their taxes increased, ranging for each 
company from $13,452 to $141,051, the 
total increase for the group being $570,- 
531. The.average valuation basis for 
this g — was found to be 3.29%. 

Group 3, the 22 next largest Ordinary 
companies, was found to have the total 
tax for the group reduced by $81,279. 
Of this group 8 companies were found to 
have their taxes increased, ranging from 
$211 to $42,218, and 14 had ‘their taxes re- 
duced, ranging from $2,586 to $51,196. 
The average valuation basis for this 
group was found to be 3.6%. 

Group 4, the 99 smallest Ordinary 
companies, was found to have the total 
tax for the group reduced by $146,464. 
Only 15 of this group showed an increase 
in tax, ranging from $36 to $3,355. 
Seventy-two showed a _ tax reduction, 
ranging from $67 to $6,481. Twelve paid 
no income tax for 1923 and so could not 
be compared. The average valuation 
basis for this group was found to be 
3.08%. 

For each of the four groups it was 
found that the forumla 


1.05 (Mi + M2) i 
2+1 

used for the caluculation of the interest 
required to maintain the reserve, agreed 
very closely with the returns given in in- 
surance publications, obtained from the 
official reports of the several companies. 
In Group 1 the discrepancy was only (—) 
2.89% ; in Group 2 only (—) 1.30%; in 
Group 3 + 0.33%; and in Group 4 (—) 
1.34% ; and for all the “ere was 
(—) 1.59%. In Groups 1, 2 and 3 the 
extreme discrepancy for an individual 
company: was (—) 83%, except in the 
case of one medium sized company in 
Group 3 which showed a discrepancy of 

31%. This company has a most un- 
usual distribution of business. 


Among the 99 small companies, 12 of 
the very young and small companies paid 
u0 income tax in 1923 and were not con- 
sidered. Sixty-eight showed a discrepancy 
of less than 8%, the minus and _ plus 
differences being about equally divided. 
Twelve showed a minus difference rang- 
ing from 8.2% to 35.5%. Seven showed 
a plus difference ranging from 8.2% to 
21.3%. These comparatively large dis- 
crepancies among 20 small companies 
need not be seriously considered, as in 
each case, only a few hundred dollars is 
involved and, excepting one, every one 
of the 20, under the proposed plan, 
whether the difference be plus or minus, 
receives a reduction in taxes. 

It is believed that the foregoing 
analysis shows this proposed plan to be 
entirely practical and, within very small 
limits, absolutely just and equitable to 
all companies, no matter at what rate 
of interest they carry their reserves. 

Since the formula suggested gives for 
each of the four groups the interest 
necessary to maintain the reserves with- 
in 3% of the aggregate amount, as cal- 
culated by the several companies, it must 
be conceded that the aggregates shown 
for the four different groups very closely 
express the inequitable working of the 
present law. 

These show that under the existing 
law Group 1 obtains a deduction of $8,- 
898,133, in excess of the amount neces- 
sary to maintain its reserves, or an ex- 
cess deduction of $311,532 per $100,000,- 
000 of admitted assets; Group 2 $24,- 
389,299 excess deduction, or $592,276 per 
$100,000,000 of admitted assets; Group 3 
$6,028,757 excess deduction, or $379,451 
per $100,000,000 of admitted assets; and 
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Group 4 $1,202,059 excess deduction, or 
$280,873 per $100,000,000 of admitted as- 
sets. That is to say, measured in ad- 
mitted assets, the use of 4% of the 
mean reserves for the major deduction 
is more than twice as favorable to the 
group of the 8 largest Ordinary com- 
panies than to the 99 small Ordinary 
companies, and less favorable to the lat- 
ter than to the other two groups. 


A high official of one of the large 
companies has stated in an address be- 
fore the Actuarial Society of America 
that the present Federal law was a com- 
promise that is “decidedly to the advan- 
tage of the smaller companies.” This 
statement causes one to wonder what 
would be the horrible situation of the 
smaller companies if an arrangement 
had been effected which this official 
would be willing to concede was a “de- 
cided” disadvantage to the smaller com- 
panies. 

Under the present law the taxation of 
life insurance companies is placed on an 
entirely different basis from that of 
other corporations. No deduction is al- 
lowed for insurance expenses, loss from 
mortality, or loss from the sale or de- 
preciation of capital assets. In its prac- 
tical working the law does not permit a 
deduction of the interest received from 
tax exempt bonds. Under the present 
law it is entirely possible for a company 
to incur serious losses in surplus through 
losses in mortality, depreciation in the 
value of its securities, or other causes, 
and yet be forced to pay a heavy Federal 
income tax should it have a good invest- 
ment income. This being the case there 
seems to be no sound or logical reason 
why Congress should insist that the “net 
income” of life insurance companies, 
which is a very different “net income” 
from that of other corporations, should 
be taxed at the same rate as the net in- 
come of other corporations. Under the 
present law it is possible to determine 
quite accurately what aggregate tax will 
be received from the companies for a 
given rate and the logical method would 
seem to be for Congress to determine 
the aggregate tax it wishes to place upou 
life insurance and then apply the rate 
that will produce the aggregate tax 
agreed upon. 

As already stated, the total tax paid 
by 291 life insurance companies on the 
business of 1923 was approximately $44,- 
902,000. This appears to be a very heavy 
tax on a business that has an aggregate 
capital and surplus of only $744,205,000. 
According to the report of the Comp- 
troller of the Currency for 1923 the 8,- 
239 National banks, with an aggregate 
capital and surplus more than three 
times that of the life insurance com- 
panies and with assets more than twice 
as great, paid a total tax for the fiscal 
vear ending June 30, 1923, of $67,412,000. 
The report does not segregate the led- 
eral from the State, County = and 
Municipal taxes. The banks paid $320,- 
031,000 interest on deposits, while the life 
insurance companies credited approxi- 
mately $266,174,000 interest on their 
policyholders reserves. 

It is not doubted that the National 
banks pay their full proportion of the 
taxes, but this comparison indicates that 
in proportion to assets and surplus funds 
the tax upon life insurance is consider- 
ably heavier The State, County and 
Municipal taxes, licenses and tees con- 
stitute the main tax burden placed upon 
life insurance — approximately three 
times as much as the Federal i income tax. 
Less than 5% of the revenue is ex- 
pended in state supervision of insurance. 
But members of the State Legislature, 
representatives of the people, find it an 
easy tax to collect and exact a heavy toll 
in the shape of a tax. on premiums—es- 
sentially a sales tax. They shut their 
eyes to the fact that they are really 
taxing the nine million men and women 


who put aside from their incomes an 
average of about $180 per year for Ordi- 
nary life insurance for the care and sup- 
port of their dependents upon the death 
of the insured; and, something that is 
even more difficult to defend, they place 
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J. W. Siewe 
Is Local 


Association Guest 


New Orleans, Oct. 18—John William 
Clegg, president of the National Associa- 
tion of Life Underwriters, was guest of 
honor Friday noon of this week at a 
luncheon of the New Orleans Life Un- 
derwriters Association. Frank S. Whit- 
ten, president of the association, was in 
the chair. 

President Clegg gave one of his in- 
spirational talks to a large gathering 
of the local life insurance fraternity. 

The president of the New Orleans Life 
Underwriters Association, Mr. Whitten, 
who is with the Equitable Life Assur- 
ance Society is a fine type of life man, 
being interested also in numerous 
activities of a civic or public nature. 
In one of these is the members council, 
of which he is secretary, and which is 
composed of three members of The As- 
sociation of Commerce in each division 
of trade, industry and the professions. 
The Association of Commerce has forty- 
five hundred members. 

Mr. Whitten is also treasurer of The 
National Aecronautic Association, the 
president of which is Crawford H. Ellis, 
president of The Pan-American Life. 
This association will be among the hosts 
to Lieutenants Nelson and Harding when 
the around-the-world aviators visit New 
Orleans to be officially welcomed by the 
city. They successfully piloted the air- 
ship “New Orleans” during the world 
flight. 

3efore coming to New Orleans, Mr. 
Whitten was a cashier of The Equitable 
Life Assurance Society, in Indianapolis, 
Ind. 

President Clegg will talk at the No- 
vember banquet of The Life Under- 
writers Association of New York, and 
will also visit the Life Agency Officers 
Association convention in Chicago 





this drastic tax upon the laboring class, 
who expend, from their meagre savings, 
approximately an average of $13 each, 
per year, for Industrial insurance upon 
20 million men, women and children. 

An official of one of the old and large 
companies recently stated, in a public 
address, that taxes, in his particular 
company, increased the cost of insur- 
ance to the policyholder 8.3%. 

If one realizes the beneficent work 
achieved by life insurance—the care and 
support of widows and orphans; the edu- 
cation of fatherless children; the sup- 
port of income earners, both men and 
women, in their old age; the preserva- 
tion of income earning and tax paying 
estates—and that it is by far the great- 
est factor in our body politic for induc- 
ing and stimulating thrift and saving, 
one is forced to admit that life insur- 
ance should receive every encourage- 
ment from Government, both state and 
national. 

Every enlightened statesman must con- 
cede that life insurance should be pro- 
moted and fostered, that every obstacle 
to its proper development should be re- 
moved and that the tax placed upon it 
should be limited to the amount neces- 
sary to obtain sufficient revenue to sup- 
ply efficient, thorough and_ intelligent 
governmental supervision. 

One of the greatest services that could 
be rendered to their 29 million policy- 
holders would be for life insurance of- 
ficials and agents to educate the people 
and their representatives to an unquali- 
fied acceptance of this unassailable 
doctrine. 
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Reinstatements and Law Affecting Them 





(Continued from page 13) 
Hancock Life, supra, Keller v. Ins. Co., 
301 Ill, 211, Ward v. New York Life, 
supra. 

In States where the statutes are 
broader and declare that no Company 
“shall make any contract of insurance 
or agreement as to such contract other 
than is plainly expressed in the policy” 
there is diversity. of judicial opinion. In 
Wlinois (Keller’s case, supra), Kentucky 
(Price’s case, 117 Ky., 25), Oregon 
(French’s case, 80 Or., 412) such statutes 
are construed as not requiring reinstate- 
ment applications to be attached. While 
the Alabama Court construes a statute 
almost identical to the contrary (Allen’s 
case, 166 Ala., 167). 

In lowa the statute expressly refers 
to “the issue or renewal” and the Court 
justifiably held “renewal” embraced re- 
instatements. Goodwin’s case, 97 Ia., 
226. 

In jurisdictions where the insurer is 
required to furnish assured “a copy of 
the application” some courts have held 
this term embraces reinstatement appli- 
cations. I can distinguish these cases, 
since it is always readily within the in- 
surer’s province to mail a copy of the 
rcinstatement application. Whereas, to 
require that the insurer physically at- 
tach a copy to the policy, which the 
law-making power must be presumed to 
have known was in the possession of the 
assured, is a very different matter. 

Obviously, the precise statutory word- 
ing is all-controlling, but I submit there 
are three good reasons why the Courts 
should not extend the statutory require- 
nient now being considered to reinstate- 
ments. 

First: The general indisposition to pre- 

vent proof of fraud. As well phrased by 
the Alabama Court in Empire Life Co. 
y. Gee, 171 Ala., 438, 
“in the absence of language clearly 
mandatory to that effect, we would not 
be inclined to adopt a construction of 
the statute which in some, though rare, 
cases will amount to a practical foreclos- 
ure against insurance companies of all 
remedy for fraud.” 

Second: An accompanying statutory 
provision requires reinstatement upon 
evidence or proof “of insurability satis- 
factory to the Company and payment of 
arrears,” etc. Manifestly the Legisla- 
ture by such »rovision intended to con- 
firm a valuable privilege to the assured. 
It cannot be supposed, in the absence of 
apt language, that it intended he should 
be delayed in the enjoyment of this 
privilege longer than expressly so de- 
clared. 

Third: The policy is usually in posses- 
sion of the applicant—often loath to part 
with it. The Legislature ordains rein- 
statement when he meets certain condi- 
tions. It would hardly impose on the in- 
surer by implication the disproportion- 
ate burden of securing the policy under 
such circumstances. Nothing short of an 
express command should be so inter- 
preted. 

What Discretion, If Any, Should Be 
Accorded the Insurer as a Matter 
of Law in Judging the Risk 
Involved in Reinstatement? 

In passing, I note the observation of 
a great jurist (Justice White, in Diboll 
v. Aetna Life, 32 La., 185) long prior 
to the statute, that : 

“The difference, however, is not very 
wide between a condition of good health 
and a good risk.” : 

Also the declaration by a Canadian 
Court (without statutory reference) in 
substance that insurability meant insur- 
able interest plus good health. In truth, 
the insurer’s course there seems to have 
lent color to the Court’s conclusion. This 
and divers other special features strong- 
ly dissuade acceptance of the ruling as 
a precedent. Among them the peculiar 
case setting, in that it was somewhat re- 
lated to a grave national crisis. Be- 
sides, the harsh rule of interpretation 


was there applied, the Court saying “the 
language used is to be taken most 
strongly against the insurer.” 

But I return to the principal ques- 
ticn. Does the statute accord any dis- 
cretion to the insurer? I answer in 
the affirmative by the great weight of 
authority, unless the earlier rulings are 
distinguished as peculiarly applicable 
only to fraternal orders, and I cannot 
see that they should be so limited. Some 
of these cases maintained a dual dis- 
cretion, one reviewable for abuse only, 
the other absolute and unreviewable. 

Typical is Conway v. Minnesota Mu- 

tual Life, 62 Wash., 49, where the con- 
tract was that any member in default, 
upon paying back assessments, 
“may be readmitted in the discretion of 
the officers of this Association, upon his 
furnishing them satisfactory evidence 
that he is in good health,” etc. 

The applicant claimed damages for 
alleged wrongful refusal to reinstate, 
contending the discretion contemplated, 
like judicial discretion, was subject to 
review when “arbitrarily exercised.” The 
Company maintained it was “discretion 
not reviewable in the courts.” 

The Court inferred the expression 
“satisfactory evidence that he is in good 
health” implied a reference to some offi- 
cer of the Company “in whom discre- 
tion is vested to pass upon such mat- 
ters” and that it would be slow to re- 
view the “judgment and good conscience 
of an officer of the insurance company” 
vested therewith—evidently meaning 
that character of discretion reviewable 
for arbitrary exercise. It further held 
that by the phrase “in the discretion of 
the officers of this Association” was 
meant 


“ 


a decision they must arrive at accord- 
ing to the dictates of their own judg- 
ment and conscience, and which cannot 
be controlled or exercised by the judg- 
ment or conscience of others.” 

Absolute discretion was also held to 
exist in Fidelity Mutual Life v. Price, 
117 Ky., 27, where the insurer agreed in 
case of lapse or forfeiture 
“this policy may be revived upon ap- 
proval of the president or vice-president 
and the medical director,” etc. 

The applicant submitted a health cer- 
tificate as directed and upon his death 
the beneficiary (widow) sued, insisting 
he had otherwise fully met the policy 
provisions in his life-time and in con- 
sequence his policy was revived. The 
Company took issue and the Court, con- 
struing the quoted provision, said— 

“Tt was a matter for the Company 
alone to determine whether it would ap- 
prove the certificate of health and waive 
the forfeiture, and the insured could not 
complain of the delay of the Company 
in rejecting the application for restora- 
tion of the policy.” 

Possibly the broad announcement was 
impliedly limited to the required “ap- 
proval,” independent of a showing as to 
health. If so, it would perfectly har- 
monize with my understanding of the 
Conway case, that discretion to judge of 
satisfactory health is subject to limited 
review (for arbitrary exercise)—but dis- 
cretion involved in approval of an ap- 
plication to reinstate in a fraternal or- 
der is absolute, controlled only by the 
judgment and conscience of those so 
charged. 

A case of suggesting discretion sub- 
ject to judicial review for manifest abuse 
only is Kennedy v. Grand Fraternity, 36 
Mont., 325, suit on a life policy by the 
beneficiary, where the contract was that 
an assured in default might— 

“furnish satisfactory proof that he is in 
good health (and), if no charges of any 
kind are pending against him (and the 
application shall be approved by the 
Secretary), the applicant shall there- 
upon become reinstated and his benefit 
certificate revived and again in force.” 

The Court assumed if the proof of 


good health “was satisfactory to the Sec- 
retary . . . he could not arbitrarily re- 
fuse to approve the application,” add- 
ing— 

_ “In other words, if there is any doubt 
in the minds of the officer or board 
having to pass upon the sufficiency of 
such evidence of good health, then such 
officer or body may exercise his or its 
judgment or discretion in the matter; 
and if such judgment is exercised, and 
a decision is reached adverse to the ap- 
plicant, no complaint can be made.” 

Another is Lane v. Fidelity Mutual 
Life, 142 N. C., 56, where plaintiff sought 
reinstatement of his membership and 
policy under a provision that “delin- 
quent members may be reinstated if ap- 
proved by the medical director and presi- 
dent, by giving reasonable assurance 
that they are in good health.” The 
Court there said with respect to the 
action of the officials: 

“Where there is no suggestion of fraud 
or other legal wrong, there can be no 
valid reason why the applicant should 
be permitted to attack the soundness of 
their judgment or the justness of their 
conclusion.” 

And m Bradbury v. Mutual Reserve 
Fund Life, 53 N. J. Eq,, 306 (1895) 
plaintiff sued for reinstatement of a 
lapsed certificate under a contract that— 

“A member who lapses his certificate 
Inay reinstate the same at any time 
within one year for good cause shown 
and upon satisfactory evidence of good 
health, and upon the payment of all de- 
linquent dues and assessments,” 

The allegations were such that Vice- 
Chancellor Pitney declared— 

“T must assume complainant ‘ 
was in fact in good health and a fit 
person to be insured, and that he fully 
met the requisitions of the contract 
above set out. If so, I can see no 
ground for the refusal to restore him. 
It is well settled, as I suppose, that no 
person has a right to refuse, arbitrarily, 
to be satisfied with that which, in jus- 
tice, he ought to be satisfied with be- 
cause it is intrinsically satisfactory.” 

Note: The vital legal point that the 
Association could not “arbitrarily” re- 
fuse to be satisfied. There was no de- 
nial of a discretion, but rather a sug- 
gestion that abuse of it was subject to 
judicial correction. 

Through all the cases there runs the 
vein that where, to reinstate by con- 
tract, the issue is limited to “satisfac- 
tory good health” the insurer must pass 
judgment, and if upon the facts apparent 
there be but one fair answer, the judg- 
ment must needs accord. Otherwise, ar- 
bitrary use or abuse of discretion is 
apparent. And some of these cases as- 
sert that if by contract the insurer may 
pass judgment on other factors influ- 
encing eligibility to fraternal member- 
ship, some of which might also influence 
insurability, such as moral hazard, the 
discretion implied is not open to judi- 
cial review at all. 

That is to say, prior to the standard 
provisions contractual discretion to pass 
judgment limited to “satisfactory evi- 
dence of good health” had long been 
recognized, subject to judicial correction 
for arbitrary exercise or abuse. While 
contractual discretion to re-admit to 
membership in assessment associations 
or societies which might involve judg- 
ment on other factors of insurability 
aside from good health had been recog- 
nized as the exercise of a purely per- 
sonal and conscientious prerogative not 
reviewable. 

None of these rulings, and earlier ones 
on which they were predicated, involved 
the precise standard provisions phrase- 
ology. But considering linguistic anal- 
ogy and proximity of time, without sure- 
ly knowing, I assume the statute was 
but their sociologic outgrowth and de- 
velopment. The law-makers familiar 
with prior rulings, coined the statutory 





phrase, “evidence of insurability satis- 
factory to the company.” 

Hence I think “insurability” is not 
limited to “satisfactory evidence of good 
health,” for we all know a changed moral 
hazard, occupation, residence, or finan- 
cial condition would influence insurance 
it a standard life company quite as 
much as re-admission to membership in 
a fraternal order. Thus the compre- 
hensive statutory conglomerate—“insur- 
ability.” And if we apply the rule of 
fair interpretation previously contended 
for, the Legislature surely did not intend 
to eradicate a discretional sphere, since 
none of the prior decisions had ever de- 
nied its existence, even when the issue 
was limited to “satisfactory good health.” 

Most instructive, and a positive au- 
thority in line, is the pioneer case of 
Leonard v. Insurance Co., 128 Wis., 348, 
often quoted, where the contract was to 
reinstate upon “evidence of insurability 
satisfactory to the Company.” Therein 
the Court repeatedly recognized the in- 
strer’s discretional sphere, holding the 
applicant must furnish “evidence oi his 
insurability to it,” whereupon the in- 
surer “had no right of arbitrary refusal” 
to pass judgment—no more to consider 
outside matter of which the applicant 
was not advised. 

Also case of Thompson v. Postal Life, 
226 N. Y., 363, where the issue was 
whether the policy had been reinstated. 
The contest narrowed to whether as- 
sured had furnished “satisfactory evi- 
dence of his insurability.”. The Court 
said “the evidence was uncontradicted” ; 
consequently, but one judgment could 
be given, since “the agreement did not 
contemplate the exercise of the insurer’s 
taste, fancy or caprice.” Plainly imply- 
ing the insurer had a sphere in any case 
of fair doubt, within which to exercise 
a judgment not open to review. This in- 
ference is clear, as the Court cited in 
support the Leonard and other analogous 
rulings. 

I answer then, upon what has pre- 
ceded, applying the fair rule of interpre- 
tation, the insurer has discretion to judge 
all factors of insurability resulting sub- 
sequent to the policy date, saving as to 
age, of course. And that its discretion, 
thus resolved upon fairly doubtful mat- 
ter, should not be disturbed by the 
courts. If the case be altogether one 
way, as in the cases of Bradbury and 
Thompson, and the insurer refuses to 
act or acts arbitrarily or capriciously, 
the courts will revise. 

By factors of insurability I mean com- 
prehensively whatever, “according to the 
usage and practice of insurance com- 
panies” would influence them “in_ re- 
gard to raising the rate or in rejecting 
the risk on becoming aware of the 
fact,” borrowing the language of Judge 
Taft in Penn Mutual Life v. Bank, 72 
Fed., 413. 

The recent case of Officer v. Ins. Co., 
73 Col., 495, seems at war with my view 
of the statute. The Court there quoted 
from a decision of the intermediate 
Court of Indiana. I have not seen the 
latter’s opinion in full and am not ad- 
vised whether the statutory language 
was involved. 

In the Colorado case, the applicant, 
residing in Denver, caused the insurer’s 
branch office there to send forward to 
the insurer in New York his applica- 
tion and premiums with his “accom- 
panying evidence of insurability’ made 
out on the insurer’s form. The policy 
provision was “proof of insurability— 
satisfactory to the Company. Death 
occurred before the documents reached 
New York. In ignorance thereof, as I 
gather, the insurer approved the appli- 
cation on receipt. This circumstance 
seems not to have influenced the de- 
cision favorable to the personal repre- 
sentative “that the policy was reinstated, 
and its restoration related back to the 

(Continned on page 22) 
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Agency Management 
Systems Compared 


DISTRICT MANAGER FAVORED 


Clarence L. Ayres Recommends Com- 
bination of Advantages of General 
Agency and Branch Office 





A combination of the advantages ot 
the best features of the general agency 

tem and the branch office plan of 
agency organization was favored by Clar 
ence L. Ayres, president of the American 
Life of Detroit in discussing the various 
methods in use. lLiis address follows: 

On the subject of Agency Management 


o much to be said that it would 
to do justice to its im- 


there is 


seem impossible 


portance to life company management in 
any brief discussion of the topic. 

Some authorities might claim — that 
there are primarily only two systems of 
agency organization and development in 


use in this country, but a careful study 
of the situation leads us to the conclusion 
three separate and distinct 
agency organization and man 
agement now being employed by Ameri 
can life insurance companies. The first 
and oldest of these systems is that of the 
general agency; the second the branch 
office system, and the third the district 


or state manager system. 
a 


that there are 


tem ot 


General Agency System 


The vere ral agency system Was the first 


to be employed. Under this system the 
general agent is given a contract for a 
definite territory, either a state or district, 
pays all his own expenses, including of 
fice rent, clerk hire, etc. [Tle usually re 
ceives a rather larger first year commis 
ion than where the company pays any 
part of these expenses, and practically 
becomes the company in his territory so 
far as concerns the methods used in the 


employment of agents and the acquisition 
of new business. He makes his own con 
t with agents in his own name, and 
conducts the business fairly to his own 
1 » by deciding who shall be employed 
and who retained in his organization. Un 
til ahout twenty-five years ago this was 


practically the sole system in use by 
American life insurance companies, and 
since the companies assume no responsi 
bility for the production of new business 


in the general agent’s territory, content- 
ing themselves with the periodical receipt 
of net first year and renewal premiums. 
they were content to allow the general 
agent a rather wide latitude in the selec- 
tion and retention of his organization. 
Under this system the general avent’s 
ole concern is that of a iobber who re- 
i margin of profit on the volume 
of business transacted 


Branch Office System 


during the 
other 


CeIVE a 


past quarter-century  an- 
vstem of employing field organi- 
ation has been successfully adopted by 
a great many companies, known as_ the 
branch office system where the manager 
of the branch is paid a salarv and often 


also given a small commission interest 
in the business, the companv paving all 
expenses of the offi Ae clerk hire, etc., 
and retaining direct home cffice super- 


vision over the agency plant. This system 
has the virtue of making for direct re 
sponsibility to the home office and gives 
the officers of the company direct. say 
over who shall be emploved and retained 
in the agency, and what methods and 
practices may be continued or discon- 
tinued in the pursuit of its business. Un- 
der this system the branch office is oc- 
casionally an office of issue, with a 
responsible medical man in charge of this 
denartment, and where at least all stand- 
ard cases are approved and the policies 
issued by the branch office and in turn re- 
ported to the home office. 


District or State Manager System 


There is another system of agency or- 
ganization now emploved by many com- 
panies which is something of a modifica- 
tion of the two systems above referred 


to, by the employment of the branch of- 
fice manager on a commission basis, but 
where the company pays all of the office 
expenses, including rent, clerk hire and 
other incidental office charges. 


General Agency Features 


There is little question but that the old 
general agency system has the virtue of 
developing, business capacity in the gen- 
eral agent. The necessity of managing 
one’s own business successfully brings out 
the resourcefulness and business admin- 
istrative ability of the man in charge of 
the agency, and where he is successful he 
makes more of an impress on the com- 
munity in which he lives than can the 
salaried man. Being successful in his own 
business, he often identifies himself with 
other business enterprise in his com- 
munity, such as banking, manufacturing, 
ete., and this impress on the community 
where he resides is greatly to his own 
and the company’s advantage. However, 
the matter of the company not having 
direct supervision over who should be 
employed and retained in the agency and 
the methods to be used in the pursuit of 
the business of the company in that ter- 
ritory, in our opinion is not conducive to 
the most healthy situation in all instances. 
The payment of larger first year commis 
sions has led to abuses such as rebating 
and twisting, which with misrepresenta- 


tion by the less scrupulous of his organi- 
zation, all made for a situation not con- 
ducive to the building of good-will and a 
respectful regard for life insurance as an 
institution. The system has the further 
disadvantage of difficulty in finding men 
as general agents who are financially pre- 
pared or who can be persuaded to finance 
their own operations in the early years 
of their agency, thus making for slower 
progress in agency building. 
Branch Office Advantages 

The branch office system, where the 
branch is in direct charge of a salaried 
manager, the company paying all the 
expenses of the office, has the virtue of 
making for greater progress in agency 
building, for the reason that it removes 
from the manager the disadvantage of 
financing his operations. It makes for 
centralized control from the home office 
in the employment of agents and gives 
the agency officers opportunity to insist 
upon proper methods and practices in the 
selling of insurance, all conducive to 
good-will and a respectful regard, on the 
part of the public of life insurance as an 
institution. This system, however, has 
the disadvantage of leaving the branch 
manager always a salaried employe, sub- 
ject to change or transfer, which he must 
have ever hefore him, leaves little incen- 
tive for him to identify himself with the 
business activities of his community. 


District or State Manager 


The district or state manager system of 
agency building and operation, where the 
company pays all the branch office ex- 
penses but employs the manager on a 
commission basis, in our judgment, has 
the virtue of both the general agency 
and branch office systems, with few, if 
any, of the demerits of either. It makes 
for centralized agency control from the 
home office and for more authoritative 
and responsible representation. It gives 
the officers of the company in charge of 
agency operations direct say over who 
shall be employed and who retained in the 
agency, and the power to insist upon a 
character of representation and operation 
calculated to build good-will for the in- 
stitution of life insurance and the agency 
and company. It removes from the man- 
agers the handicap of financing, at least 
the overhead expenses of their agencies, 
thus making it easier to find good men 
who can be persuaded to undertake the 
responsibility of building up agencies, 
where if they had to finance the entire 
operations, they might be reluctant to do 
so. The company financing such overhead 
expenses enables its managers to build 
agencies more rapidly. At the same time 
it throws them entirely upon their own 
business resources, develops all the busi- 
ness administrative capacity that within 
them lies, removes the fear of being trans- 
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ferred to some other office, and en- 
courages their identifying themselves with 
other business enterprises of the com- 
munity as they may be able to do so, 
with resulting advantage to themselves, 
their agencies and the company. Where 
this system is employed, the company 
owns its own branch office and the branch 
office cashiers and clerks are direct em- 
ployes of the company, so that if a change 
in managers is at any time found neces- 
sary, either by the decease of a manager 
or otherwise, the company is in posses- 
sion of the entire plant and organization. 
Under this system, contracts are usually 
approved by an executive officer of the 
company in charge of the agency depart- 
ment only after the agent has passed the 
scrutiny and met the requirements of the 
insurance department of the state, and 
has had a license issued to him, and after 
he has passed the scrutiny of the bonding 
company and bond has been issued to 
the company for his fidelity in his trust, 
thus giving the company direct super- 
vision over the employment and retention 
of worthy agents and the discharge of 
unworthy agents. Discretion is usually 
exercised by the company in the employ- 
ment or dismissal of an agent, and such 
action should be taken after consultation 
with the district or state manager, but 
the power to act has a constantly whole- 
some influence over the agency, and we 
believe makes for a larger measure of co- 
operation between the company and dis- 
trict or state manager in charge. 


Compensating Agents 


A great deal has been said about the 
rate of commissions that should be paid 
to an agent or district or state manager. 
In our office we are not in favor of too 
high first year commissions. In the first 
place, we believe it leads to abuses which 
are not conducive to a healthy class or 
character of business, and on the other 
hand our observation has been that with 
but few exceptions men who are em- 
ployed on high first pear commissions do 
not make a financial success of the life 
insurance business. In other words, we 
believe that extravagant first year com- 
missions lead to extravagant habits and 
practices on the part of agents, and this 
extravagance does not make for business 
building or permanent financial success. 
Personally, I favor a moderate first year 
commission with a rather substantial sec- 
ond year renewal and a more moderate 
subsequent renewal commission for a 
resonable term of years. The more mod- 
est first year commission, in our judg- 
ment, eliminates extravagant and bad 
practices such as rebating, twisting, etc., 
thereby making the business more stable 
and permanent, and a rather liberal sec- 
ond year renewal has the dual advantage 
of compensating the agent for a lower 
commission the first year while giving him 
a greater interest in the renewal of the 
policy, accelerates his success, and more 
guickly anchors him to the agency and 
the company, thus having a tendency to 
minimize the waste of turnover in the 
agency plant. 


Training of Agents 


It would seem to go without saying 
that no man’s judgment on any question 
is ever better than his information on that 
subject, and since life insurance in its 
functioning has to do with more intimate 
and important affairs of civilized man, it 
would seem most important that before 
men practise it they would know some- 
thing of its various applications to human 
needs. In these days, life insurance is 
being intelligently divided in its function- 
ing into the several needs of civilized men 
which it will serve. We hear a great deal 
of business insutance; corporation insur- 
ance; partnership insurance. inheritance 
tax insurance, and domestic insurance 
with all its various forms; installment 
trust or pre-invested estates for a definite 
period of years, and life incomes for 
certain designated beneficiaries. To un- 
derstand these several functionings of 
life insurance it is necessary to train the 
proposed salesman, in order to give him 
the status of an insurance counsellor, 
more than that of the old-time agent. 

In our own company we have a school 
under the direction of a seasoned and ex- 


perienced educator, in which we train all 
of our new recruits to the agency plant. 
The agents are not required to come to 
the home office, but so far as possible the 
school is taken to the field where they 
are and are to be active. To be more 
specific, the school is held at the district 
or state manager’s headquarters, and we 
find by this method the men have the op- 
portunity to write business in their own 
territorv during the term of school, since 
the hours of class work are only about 
three each day, and the afternoons are 
devoted entirely to field work under the 
direction of an experienced and seasoned 
salesman. We are reaching the point now 
where our branch office managers are 
able to take care of this field work with 
their men, and in consequence it only be- 
comes necessary for the company to send 
one instructor from the home office. The 
term of school is four weeks and is usu- 
ally held by calendar months, and it may 
interest some to know that for the months 
thus far this year the agency where the 
school was held has increased its busi- 
ness on an average over one-third that 
of any other month, and in some instances 
doubled its production. In this way we 
feel that it pays even during the time the 
school is being held, as the increased 
business substantially pays for the extra 
expense, and the training leaves the men 
better equipped thereafter to do_ intelli- 
gent field work 

We think it of some advantage for 
the agents to do some preliminary study- 
ing, and perhaps some preliminary field 
work before entering the school. This pre- 
liminary study somewhat familiarizes them 
with insurance terms and enables them to 
more quickly grasp the work in the school 


room. <A _ little preliminary field work 
prior to their entering the class of in- 


struction enables them to start this work 
with a few prospects, which in turn en- 
ables them to immediately and profitably 
employ the advantages the school training 
gives them. 


Character of Representation 


There would seem to be several fac- 
tors to consider in the selection of both 
a manager and an agent. The company 
itself will come in very little direct con- 
tact with its clients in any community re- 
moved from its home office, and even at 
the home office the company officers can 
personally know only a small per cent 
of the clients or patrons of the company. 
Since, then, the company is largely known 
through the character of representation it 
has, it would seem of prime importance 
that that representation should be of the 
highest character if it is to be favorably 
known. Good-will is the very foundation 
of permanent business success, and in or- 
der to create and retain the degree of 
good-will essential to the success of a 
life insurance company or agency, it is 
necessary that the representation that 
comes in direct contact with the clientele, 
and the methods employed by the com- 
pany’s representative in his dealing with 
and treatment of the public, should be 
such as to command and retain this good- 
will. 

We therefore come to an analysis of 
the qualities a company should ever have 
in mind in the selection of its field rep- 
resentation. 

First, the field representative of a life 
insurance company should have integrity 
above reproach. He must have this if he 
is to impress the public with a sincere, 
conscientious interest in his work and in 
their welfare. The man who just. sells 
because he is a slicker or because he is 
a smooth J. Rufus of character has no 
proper place in life insurance field work. 
Ile may sell a little more on the start than 
the earnest, conscientious plodder, but he 
makes no lasting impression upon the 
community either for himself or his com- 
pany. So we say that of all the requisites 
for the field man in life insurance work, 
the first and foremost is integrity. 

The second requisite is intelligence. He 
must be a man who can both sense and 
grasn something of the needs of his com- 
munity which life insurance will prop- 
erly serve, whether these neds be do- 
mestic, business or financial. I do not 
mean that he should of necessity be a col- 
lege graduate, although if he happens to 


Methods of Company 
Office Management 


IMPORTANCE OF AUTHORITY 


Speed and Accuracy Need Proper Con- 
trol, Says Henry Ables, Vice-Presi- 
dent of Franklin Life 


That the complex science of home of- 
fice management should be based upon 
the elementary principle of property au- 
thority and control was one of the points 
stressed by Henry Ables, vice-president 
of the Franklin Life, in discussing the 
subject of management. Some of the 
matters he considered follow: 


The duties of office management are 
three in number. The least important is 
to determine what work shall be done 
and who shall do it. Of intermediate 
importance is the arrangement of 
logical and efficient order. 
The really important duty of manage- 
ment, however, is the allocation of re- 
sponsibility and authority. This is the 
essential part of any worikng plan. If 
these three duties, especially the last, 
are well performed, management will 
succeed in attaining its objectives—which 
include speed and accuracy combined 
with economy. 


processes 


duties of 
Ordi- 
narily the work to be done so obviously 
claims the attention that it cannot be 
overlooked. The problem of who shall 
do the sometimes difficult to 
solve, but experts are usually available 
to cope with difficult processes whatever 


two lesser 
management I have little to say. 


Concerning the 


work is 





have a pam ee some wei aellian or 
university this will be something of an 
advantage to him, but above all he should 
be a man of sound reasoning and con- 
structive business judgment. The life in- 
surance transaction is the most profound 
transaction that a man engages upon, be- 
cause it usually has to do with matters 
after an event which removes from his 
control the important element, man- 
power, in domestic or business affairs. 
The agent should therefore know some- 
thing of the laws of contract and de- 
cease; inheritance and income taxes, and 
other matters which concern an estate. 

A third requisite which the life insur- 
ance manager or general agent or agent 
shoul | possess is that of energy. If he 
has not energy, he will become a ne’er- 
do-well in the community and be so recog- 
nized by his fellow citizens, thereby de- 
tracting from the respect and good-will 
which the company and the agency are 
seeking by and through his representation. 

A fourth requisite, which may or mav 
not be of great or minor importance is 
that of personality. I believe that the 
ideal field representative of life insurance 
is a man of goodly address and _ person- 
ality. I am a firm believer that the best 
team work and co-operative effort is se- 
cured when the officers of a company can 
treat the field organization as_ their 
friends; can be genuinely proud of them, 
and can treat with and think of them in 
terms of equality. Insincerity is not con- 
ducive to lasting friendship—nor to co- 
operative effort. Genuineness and _ sincer- 
ity of purpose are essential to future busi- 
ness success in this country. A personality 
that is obnoxious to me will be equally 
obnoxious to the public dealing with that 
man. Pretensions that do not ring true 
to me, I cannot hope to have ring true to 
the insuring public. Sharp practice is 
short practice. and the company or agency 
that is to build its business along perma- 
nent and lasting lines; that expects to ap- 
proach the solution of waste in lapse and 
agency turnover, will use both care and 
intelligent honesty in the selection of its 
field representation. 


they may be. As for planning the se- 
quence of operations—that also may be 
left to the experts. The allocation of 
responsibility and the investment of au- 
thority, on the contrary, cannot be left 
to any person or group of persons not 
incorporated in the executive manage- 
ment. 


Should Define Authority 


This problem of giving people the au- 
thority to do something and making 
them rseponsible for its being done has 
interested me intensely, and in a rather 
analytical study of the problem over a 
period of years I have found that prac- 
tically every weakness, every fault, and 
most of the errors made in my own 
organization hinged invariably upon the 
fact that authority to perform the par- 
ticular work in question had not been 
clearly and definitely invested in and ac- 
cepted by the persons concerned, and 
that accordingly no particular person 
or persons had assumed the responsibil- 
ity for its performance. 


In the office of the life insurance com- 
pany we have accurate machines and 
competent operators, plans and regula- 
tions by which sequence and order are 
maintained; we have, in short, methods. 
I believe, furthermore, that the equip- 
ment and personnel of the life insurance 
office is far above the average financial 
organization standard. Our various 
methods of production are, on the whole, 
in good hands; but is the method of 
management in the life insurance office 
always above question? I make bold to 
suggest that possibly it is among the 
less perfect of our mechanisms. 

Roughly, management in most insur- 
ance offices is a mixture of what might 
be termed “departmental” with “line and 
staff” types of control. Numerous de- 
partments, each under the supervision 
of an officer or department head, under- 
take certain more or less well defined 
portions of the work in hand. Each de- 
partment head is more or less definitely 
responsible for the work of the people 
in his deparfment. Ordinarily the people 
under a department head are responsible 
to him; and the department head him- 
self, supposedly, is responsible to one 
higher in authority. 

From an academic point of view the 
channels of authority are rather definitely 
outlined. Omitting the Board of Di- 
rectors and similar bodies, we have ordi- 
narily a President, with the usual sub- 
ordinate officers, department heads and 
sub-heads associated with him as man- 
agers of greater or less degree. The 
character of their association and quality 
of authority differ in accordance with 
the type of their organization. 


Different Types of Organization 


There are three general types of or- 
ganization. The purely military type 
deputizes authority on a scale from high- 
est down to lowest. In this instance, 
omitting such bodies as the Board of 
Directors, the President of a company 
would represent the highest authority, 
and the officers and department heads 
under him would be invested with au- 
thority of lesser degrees in order of their 
importance. 

The functional type of organization, 
where the work in hand is divided into 
numerous departments along convenient 
or logical dividing lines, places at the 
heads of such divisions executive au- 
thorities whose status as between each 
other is one of approximate equality, 
but each of whom exercises a degree of 
independent jurisdiction within his par- 
ticular department. The link which 
welds these independent functional de- 
partments into one efficient co-ordinat- 
ing whole is an additional department 
whose function, though essentially ad- 
ministrative, necessarily includes execu- 
tive authority to impose its recommen- 
dations upon the other departments. 
Quite often a single executive officer 


performs the duties and functions of the 
administrative department. 

By joining to the functional organiza- 
tion a staff of specialists whose duties 
are primarily of an advisory nature, the 
line and staff type of organization is 
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formed. The channels of authority are 
similar to those of the functional or- 
ganizaiton. The administrative depart- 
ment exercises authority of the same 
general character except that it is guid- 
ed, as are also the superior sources of 
authority, by the recommendations of 
the advisory staff. 

In actual practice the great majority 
of life insurance organizations would find 
it difficult to establish an efficient chain 
of executive authority in accordance 
with the military, functional, or line 
and staff organization plan. Few of our 
home offices are organized definitely 
upon any one of them. Elements of all 
of them are incorporated in the majority 
of offices; and executive authority in 
consequence is less clearly established in 
an unbroken chain from highest to low- 
est than might be desirable. I say this 
not because my knowledge of home of- 
fices in general is unusually wide, but 
because human nature and the particular 
work in hand in the insurance office do 
not combine to lend themselves readily 
to any one of these types of control to 
the exclusion of the others. 


Functions of Officers 


In actual practice the average medium 
sized life insurance organization leans 
toward the functional type. It has 
numerous departments, some administra- 
tive, others advisory, but rarely does it 
have definite executive machinery de- 
veloped to that point where authority to 
perform and responsibility for perform 
ance are always recognizable and un- 
questionable. 

A hypothetical case will illustrate this 
point. Suppose we assume that a medium 
sized company has an actuary heading 
an actuarial department, a medical di- 
rector with a department under him, an 
officer in charge of the accounting 
division, another officer managing in 
vestments, a vice-president acting as 
chief executive of administration, and a 
President whose duties are primarily 
concerned with matters of general 
policy. 

The actuary and the medical director 
belong to the essentially advisory staff. 
As managers of their respective depart- 
ments they are, of course, both admini- 
strators and executives exercising 
usually a modified military type of au- 
thority over the people under them. 
Their important duties, however, are to 
apply their specialized knowledge to 
problems logically actuarial or medical 
with the purpose of deriving information 
upon which recommendations may be 
based for the guidance of the company. 
Their functions are comparable to those 
of the legal specialist who first advises 
his client, then, if authorized to do so, 
administrates in accordance with the 
client’s desires, and in the end, under 
certain circumstances, may become an 
executive, 

The officers in charge of the account- 
ing division and of investments (I have 
chosen my illustrations rather at ran- 
dem) perform duties wherein the 
boundaries of administrative and execu- 
tive functions overlap. As a usual thing 
the essentially administrative nature of 
the work of such departments requires 
a routine executive supervision which is 
more often incorporated in the depart- 
ment than not. The heads of such de- 
partments control the people under them 
just as do the actuary and the medical 
director, but their authorities and re- 
sponsibilities differ in character quite 
tadically, diverging towards the ex- 
treme of administrative function as op- 
posed to the advisory function of the 
doctor. 

I ask you “Who invests these heads of 
departments with their different kinds of 
authority?” and “To whom are they re- 
sponsible?” 

It is hardly sufficient to answer that 
they receive their authority from, and 
are responsible to, the company. Such 
an answer is true enough, but in such 
matters, as in all others, the company 
should be represented by some person or 
group definitely commissioned to main- 
tain a working co-ordination between 
departments, with powers of direction 


sufficiently embracing and definite for 
all practical purposes. 

In this hypothetical case we have 
named a vice-president as acting chief 
executive of administration. What 
powers may be considered sufficiently 
embracing for all practical purposes? 
What should be the limits of authority 
vested in such a person? To whom and 
for what should he be responsible? 

I should say that primarily he should 
be responsible for the general efficiency 
of the home office, with whatever pow- 
ers are needed to gain co-operation in 
the interest of such efficency; and that 
he should be responsible to the presi- 
dent and to the board of directors. 

It is assumable that he is as much a 
specialist in his line as the medical di- 
rector, the actuary, the financier or the 
accountant, but whereas each of these is 
concerned with the professional work 
lying within his own province, the ad- 
ininistrative executive is concerned with 
co-operation between departments—with 
the efficient co-ordination of the com- 
plete office machine. 

It is manifest that he must have a 
thorough working knowledge of the life 
insurance function of every specialist 
and department. He should, of course, 
refrain from trying to influence the 
doctor or the actuary in the formulation 
of his recommendations, except in so far 
as he can offer adc litional material as a 
foundation for such recommendations. 
Academically, he is not concerned with 
the advisory function of a department 
until a recommendation is made. Once 
it is made, however, its disposal is 
logically within the executive administra- 
tive province. 


Favors Military Type 


With the administrative and executive 
functions of the department head, it 
seems to me, the supervising administra- 
tor should be vitally concerned. The 
personal equation—the element which 
enters into every business consideration, 
checking or accelerating the wheels of ac- 
complishment seemingly without law or 


order—needs an automatic adjuster. 
Suppose one department requires data 
from one or all of the other departments 
which is not promptly furnished. Sup- 
pose two departments fail to co-operate. 
Any number of instances might be called 
to mind where difference of opinion, 
inertia, lack of equipment or machinery 
for exchange requires the attention of a 
supervising executive with power, liter- 
ally, to dictate what shall be done, and 
how. 

The authority of such a supervising 
executive should, I think, be of the mili- 
tary type, unquestioned and always 
recognized, and sufficient to allocate re- 
sponsibility for the performance of any 
necessary action. 

In our hypothetical office we have not 
provided a personnel department. Had 
we done so it would have been placed 
under the jurisdiction of our adminis- 
trative executive. In lieu of such a de- 
partment we may assure that our 
executive is acquainted with the per- 
sonnel situation in a general way. 

In his capacity as an advisory official 
the executive administrator should con- 
fer with department heads upon the ad- 
visability of changes in personnel, or 
changes in procedure within a depart- 
ment. It is within his province to ex- 
amine, reject or instigate measures 
wherever innovations affect efficiency. 
As supervising official he should possess 
authority to impose any measure within 
a department or as between departments 
which he believes may bear upon the 
general efficiency for which he is re- 
sponsible. 

[ dare venture the opinion that such 
an individual in time acquires a rather 
complete picture of his organization, an 
intimate working knowledge’ of its 
processes, and, based upon daily associa- 
tion and experience, an ability to meet 
competently the constantly arising rou- 
tine problems of administration which 
one less familiar with such problems 
might easily find confusing. 


There are, of course, objections to 
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such an executive administrator as I 
have outlined, but they cannot be made 
upon any substantial academic grounds. 
Such authority, with its companion re- 
sponsibility, should be vested in some 
person or group. From a practical point 
of view it must be admitted that the 
personal equation is an almost insur- 
mountable obstacle. Some men who 
have the ability to attain an official posi- 
tion, and have risen to that point where 
they may be regarded as specialists in 
their chosen fields, do not easily bow to 
any authority which finds it necessary 
to make adjustments which do not al- 
ways meet with their approval. 

I willingly grant that the large, 
formally organized institution, with its 
more complete division of labor and 
perhaps greater development of special- 
ized functions related to each other as 
the different parts of a complicated ma- 
chine, and with its deeply marked chan- 
nels of executive authority, operates 
with less friction than is possible in the 
medium sized company where functions 
and authorities overlap and merge to- 
gether, and personalities stand out more 
dominantly. 

Since functions and authorities do 
overlap in many cases, however, some 
sort of executive mechanism designed to 
secure speed and accuracy is necessary. 
I do not insist that such a mechanism 
should be incorporated in a single per- 
son. A board of executives will answer 
as well, possibly better in some ways, 
provided it operates under a chairman 
with authority and courage to compel 
agreements or decisions, and to prevent 
the deadlock which pigeonholes so many 
important matters which eventually must 
be decided at short notice. 

I have thus far said very little about 
the president. In my hypothetical illus- 
tration he was named as the chief 
executive primarily concerned with mat- 
ters of company policy. I believe that 
he is ordinarily so looked upon in actual 
fact by the people who are associated 
with him. He does not, as a rule, con- 
cern himself very greatly with office pro- 
cedure. He is not particularly inter- 
ested, as a general thing, in the daily 
routine. However, can you think of any 
problem, any incident, either trivial or 
significant, which the president of your 
company may not enter into? Is he de- 
barred from using his executive author- 
ity in any matter with which he is 
pleased to interest himself? Usually he 
is not. 

The president’s authority, practically, 
and for all ordinary intents and pur- 
poses, is ultimately predominant. The 
control which he exercises is essentially 
military in quality. The fact that it is 
seldom ostentatiously revealed does not 
alter the respect entertained for it by 
everyone associated with him. Those 
who are invested with authority or upon 
whom responsibility is placed, look to 
him for support. Without his support 
any supervising executive is  handi- 
capped. Without the support of the 
supervising executive the department 
head is handicapped. Even the chief 
clerk cannot exercise his limited control 
over sub-clerks unless he is supported 
by the department head. Each looks to 
the one above not only for assignment 
of duties but for the authority to per- 
form them and for the fixing of the 
limits of responsibility in connection 
therewith. This constitutes a very di- 
rect chain of authority; it is adapted to 
human nature; and it is practical. 

My suggestion—and I have led you 
through very familiar territory to reach 

it—is that the complex science of man- 
agement is based upon an elementary 
principle to which all of us should give 
more of our attention. Speed and ac- 
curacy depend upon many things, but 
first, last, and always upon control. It 
does not matter what the type of an or- 
ganization may be, or whether it con- 
forms to any type, it cannot attain its 
maximum efficiency until the questions 
“Am I authorized to do this?” and “Am I 
responsible for that?” have been reduced 


to a minimum in the minds of its per- 
sonnel; and when such questions do arise 
some known person or group should be 
empowered to answer them with finality. 
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Doubts Wisdom of Conducting Profit- 
Making Enterprise; Business 
Getting Chief Expense 





New Orleans, Oct. 16.—After studying 
the question for several months, during 
which detailed information was being 
collected, the special committee of the 
convention headed by R. W. Stevens, 
president of the Illinois Life, which was 
appointed by President J. B. Reynolds of 
the convention, prepared a report in 
which it expressed the opinion that the 
American Service Bureau had reached a 
point in its development where it would 
soon be self-sustaining and that its suc- 
cess aS a money-making 
The 


retention of 


enterprise 
assured, 


the 


seemed well committee 


the 
bureau as a convention function subject 


to the approval of the members of the 


idea of having a money-making adjunct 


recommended 


to the convention. 
The 


follows: 


committee’s report concluded as 


“We believe that the activities of the 
bureau should be placed directly under 
the control 


and those 


supervision of 
men who for the time being and from 
time to time are the officers and mem- 
bers of the executive committee of the 
American Life Convention. We are in- 
fluenced in making this suggestion by 
the new business-getting expense which 
was not contemplated at the time the 
bureau was organized and which we be- 
lieve would be materially reduced if the 
secretary of the convention and all mem- 
bers of the executive committee were 
charged with the duty of aiding the pro- 
curement of business for the bureau. 
“Your special committee, however, 
doubts the advisability of the conven- 
tion’s engaging in a money-making en- 
terprise, for the reason that the danger 
would be faced of political control of the 
convention being sought, either for per- 
sonal aggrandizement and profit or for 
the purpose of controlling and distribut- 
ing positions of profitable employment.” 
From E. G. Simmons, president of the 
American Service Bureau, and George S. 
Galloway, general manager, Mr. Stevens 
secured voluminous data on the opera- 
tion of the bureau. It was disclosed that 
the companies of the convention had 
given meager support in the way of 
business to the bureau, the burden of 
the financing of the project having fallen 
heavily upon a few companies. On this 
subject Mr. Simmons said, “It is a 
lamentable fact that we are today com- 
pelled to spend a great deal of money 
in developing our inspection business 
just as we spend money to develop our 
life insurance business, and it so hap- 
pens that one of the heaviest items of 
executive expense is for salaries and 
expenses in connection with the selling 
of our service. For 1924 this expense 
will amount to not less than $10,000—an 
expense that was never contemplated 


easterners attending the American Life 


Convention meeting are Robert Lynn 
Cox, second vice-president, James Victor 
Barry, third vice-president and W. M. 
Torrey, manager of reinsurance depart- 
ment of the Metropolitan Life; William 
BroSmith, vice-president and 
Allan KE. BroSmith, 


counsel and W. W. Bagley of the Trav- 


general 
counsel, assistant 
elers; E. E. Rhodes, vice-president, Mu- 
tual Benefit Life; J. M. Laird, assistant 
actuary of tne Connecticut General Life; 
Harry M. Cutler, Na- 


tional Life of Vermont; T. Louis Han- 


vice-president, 


sen, vice-president, Guardian Life, New 


York; R. J. Merrill, vice-president 
United Life and Accident of Concord, 
N. H.; A. H. Yost, assistant secretary, 


Phoenix Mutual Life; Job E. Hedges, 
counsel, Frederic G. Dunham, attorney, 
and V. P. Whitsitt, assistant secretary 
of the Life Insurance 
Presidents; Lee J. Wolfe, actuary; John 
M. Holcombe, Jr., and H. B. Watson, of 


Association of 


the Life Insurance Sales Research Bu- 
reau. 
when the bureau was suggested four 


years ago. I naturally presumed in pre- 
senting the plans to the convention that 
the business would be forthcoming with- 
out any particular effort.” 

At present the executive office of the 
bureau is in New Orleans and the busi- 
ness office is in Chicago under Mr. Gallo- 
way. A proposal that had Mr. Simmons’ 
endorsement was that the entire execu- 
tive work New Orleans, 
where it could have his close personal 
supervision, and that the business ac- 
tivities be handled by three offices, one 
at Chicago under Mr. Galloway, one at 
New Orleans under Fisher Simmons, 
now vice-president of the bureau, and 
a western division under H. S. Carey. 
Mr. Simmons explained that the execu- 


brought to 


tive committee of the convention exer- 
cised little supervisory control over the 
bureau, because the bureau was a sepa- 
rate corporation and was managed by its 
own officers and board of directors. 

Mr. Galloway said that the business 
that had come to the bureau had been 
comparatively small in volume, although 
when the bureau was organized it was 
expected that all of the companies in 
the convention would immediately sup- 
port it to the extent of giving it all of 
their business that could be handled. 
During the first six months of this year 
the volume had increased 174% over 
the previous six months. 

It was felt that the flat fee of $1 
which had been agreed upon as the 
rate to be charged was not adequate 
for city inspections, as the Retail Credit 
Co. charges $1.50 per inspection in 
cities above a certain size. As the bulk 
of the American Life Convention busi- 
ness was in the less densely populated 
sections, it was felt that the gain there 
would more than offset the possible 
higher cost of the inspections in the 
cities. 





Several Reasons Why Young Personnel Is Better for Smaller 
Companies, Says President of Capitol Life of Denver in 
Good Talk Before Convention; He Takes a Humorous 
Slant at Some of the Problems of the Business 


New Orleans, Oct. 16—One of the 
youngest life insurance company presi- 
dents in the country—if not the young- 
est—a former and in his 


agent own 


language still an agent, Clarence J. 
Daly, president of the Capitol Life of 
Denver, Colo., gave his ideas of new 
company problems in a talk before the 
American Life Convention here today. 


Many of these problems he treated 
humorously, but the paper he read dis- 
closed a surprisingly clear conception of 
the managerial end of a young life in- 
surance company. 

In talking of types of agency material 
Mr. Daly throught a good slogan would 
be “The Younger Men for the Younger 
Companies.” He did not mean that such 
a company should not hire older men, 
but the men just starting out can grow 
up with a company. Continuing he said 
along that line: 


Pan-American 
Girls and Hedges 
Entertain 

New Orleans, Oct. 16—The Pan- 


American Life and Job IE. Hedges fur- 


for the Con- 
The tal- 


ent of the Pan-American consisted of a 


nished the entertainment 


vention on Wednesday night. 


glee club selected from the young 


women of the company. When the stage 


beautiful 
number 
artists were enough 
to take up the full stage. Not only did 
they sing, but each played an 
ment, with five girl 


curtains drawn back a 


picture 


were 
was presented as the 


of Pan-American 


instru- 
violinists as the 
leaders. 

Mr. Hedges made one of his witty 
talks. One phase of it, however, drew 
a rebuttal from Dr. Ek. G. Simmons, vice- 
president of the Pan-American Life. 
Mr. Hedges expressed the view that the 
New Orleans daily newspapers prac- 
tically ignored the convention. Dr. Sim- 
mons called Mr. Hedge’s attention to a 
long story in an evening newspaper and 
to an editorial in connection with the 
convention. 


H. R. Cunningham 
Not At 


Convention 


New Orleans, Oct. 15—Due to illness 
in his family H. R. Cunningham, vice- 
president and general manager of the 
Montana Life, Helena, Mont., was un- 
able to attend the American Life Con- 
vention here this week. Mr. Cunning- 
ham is a popular member of the Con- 
vention and was on the program to make 
an address. 


“An older man who has been in the 
business for sometime will not change 
to a smaller company without some un- 
reasonable concessions on the part of 
that company and even then his leaving 
his old connection should be thoroughly 
investigated. 

“Young men with 
desirable. 


families are most 
The fact that a man with a 
family has the conviction of the value 
of life insurance will provide an incen- 
tive which otherwise he would not have 
and will be a long step towards making 
him a thorough life insurance salesman. 
“We will do better if we build an or- 
ganization of ten men each producing 
$300,000 per year than we would if we 
had an organization of ten men two of 
whom produced more than two millions 
each because unless our growth is 
phenomenal and our expansion remark- 
able we are subjecting ourselves to a 
certain risk with the latter situation.” 


— — oo 


Guilford Deitch 
{s Not Among 
Those Present 


New Oct. 16—Guilford A. 
Deitch, vice-president of The Reserve 
Loan Life, Indianapolis, is not at. this 
convention. A year ago it was thought 
that he would be elected president of 
the American Life Convention, but it is 
reported that companies were offended 
at a two page advertisement he ran in 
an insurance paper which advertisement 
had an offer of substantial commissions 


Orleans, 


and which was later sent out to agents 
with the suggestion that they might 
know of someone desirous of making a 
new connection. 

As has been printed the Missouri State 
Life of St. Louis is no longer a mem- 
ber of the American Life Convention. 

Several members were lost by mergers 
and re-insurance. The membership at 
the present time consists of more than 
one hundr.d and forty companies. 


Clegg Makes 
Plea for 


Education 


New Orleans, Oct. 16.—John William 
Clegg, president of the National Associ- 
ation of Life Underwriters, addressed 
the American Life Convention today and 
made a plea for higher efficiency and 
better educational matter in the rela- 
tion between companies and their agents. 

President Clegg hoped the day would 
come when every legitimate life insur- 
ance agent in the country would be a 
member of the National Association of 
Life Underwriters. He said that educa- 


tion and training of agents meant de- 
creased expenses of companies. 











Service Bureau 
(Continued from page 4) 


these were certain large eastern com- 
panies now members of the American 
Life Convention not in sympathy with 
the purposes of the Bureau. 

The special disability committee of the 
Convention recommended further study 
of the urging the 


companies to set aside full reserves and 


problems involved, 
to study the question of adequacy of 
rates charged for the provision. 
was selected 
which the 
ing of the American Life Convention will 
be held. 

The constitution of the American Life 
Convention was amended so that Cana- 


as the 
meet- 


Louisville, Ky. 


next city m annual 


dian companies may become members. 

The special committee appointed to 
make a study of sub-standard risks 
was continued. 


In Federal Court 
(Continued from page 9) 


of competition which their employers 
are not entirely willing to sanction; 
and the provisions inserted in policies 
with which courts have had to deal 
in the past have been designed, mani- 
festly, quite as much to avoid respon- 
sibility on the part of the company 
for acts of its agents as to prevent 
imposition on the part of those whom 

the company insured.” (60 L.R.A. 

921). 

In this connection, it is interesting to 
note that the opinion of the Supreme 
Court of Nebraska is written by Roscoe 
Pound, now dean of the Harvard Law 
School, who was then one of the com- 
missioners of the Supreme Court of Ne- 
braska. 

The Grand View Building case has 
been followed by Penman v. St. Paul 
Fire and Reinsurance Co. (216 U.S. 311, 
54 L. Ed. 493), Prudential Ins. Co. of 
Am. v. Moore (231 U.S. 560, 58 L. Ed. 
367), Mutual Life Insurance Co. v. Hil- 
ton-Green (241 U. S. 613, 60 L. Ed. 1202) 
and Aetna Life Insurance Co. v. Mohr 


(231 U.S. 543, 58 L. Ed. 356). 


Rights of Company Where Settlement 
Has Been Made for Less Than Face 
This question is not distinctively a 

question of insurance law, but it arises 
so frequently in insurance practice and 
there being such a vital and fundamental 
difference between the rules in the State 
and the Federal Courts as to the rights 
of the parties, it is deemed to be within 
the legitimate scope of this paper. 

Under the decisions of the majority, 
though not all of the State Courts, a 
beneficiary having once made a settle- 
ment and received a sum of money less 
than the full amount of the policy as con- 
sideration for a _ release in full, may, 
nevertheless, sue at law on the policy for 
the balance of the face thereof and re- 
cover. provided the beneficiary can prove 
that the release was obtained by some 
sort of fraud or circumvention, which 
question of fraud and circumvention be- 
comes a question of fact for the jury, all 
of which can be done under the rule 
which prevails in most state courts, with- 
out returning or offering to return the 
money received from the Company at the 
time of the settlement. In the Federal 
Courts, however, this cannot be done for 
two reasons: 

1. The money paid upon the settlement 
must be returned or tendered back before 
any case at law or in equity can be com- 
menced against the company upon the 
policy. This question does not seem to 
have been directly decided by the Su- 
preme Court of the United States. It has 
been decided by so many of the Federal 
Courts that it may be regarded as well- 
established. 

Prior to the enactment in 1916 of the 
Amendment to the Federal Judicial Code, 
now known as Section 274b, a release ob- 
tained by fraud and undue influence was 
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Bureau to Lose Some Big 
Eastern Company Members 





Mutual Benefit and Phoenix Mutual Said to Be Automatically 
Out for Refusing to Authorize Payment of Assessment in 
Support of Bureau; Connecticut General and Guardian May 


Follow; Travelers to Stick 


New Orleans, Oct. 17.—If 


Eastern companies who are members of 


the larger 


the American Life Convention—with the 
the part com- 
pany with the organization no one who 
attended the New Orleans convention 
this week will be surprised. The action of 


exception of Travelers 


the American Life Convention at New 
Orleans in deciding not to cut loose 
from the American Service Bureau may 


the “Western 
although no 


also result in a few of 


companies” pulling out, 
actual announcement of such a move has 
been made. However, the Mutual Bene- 
the Mutual are 
matically dropped if they refuse to pay 


the assessment for the maintenance of 


fit and Phoenix auto- 


the bureau, which they have not paid 
and which position they will continue to 
inaintain, 

Although T. Louis Hansen, vice-presi- 
dent of the Guardian, would not tell a 
reporter for The Eastern Underwriter 
what his company will do, it is under- 
stood that it is opposed to the bureau 
being run as an adjunct of the American 
Life The position of the 
Connecticut General is the same, and it 


Convention. 


can be stated as a pretty good guess 
that neither company will come through 
next year with the payment of a bureau 
assessment on each thousand dollars of 
insurance written. 


The Travelers’ Position 


As for the Travelers, William Bro- 
Smith, vice-president, told The Hastern 
Underwriter that his is with 
the Life Convention “to the 
limit.” Continuing, he “We will 
assume our obligations with the service 
bureau and we regard that service as 


company 
American 
said: 


worth every cent it cost us.” 

fk. KE. Rhodes, Mutual Benefit, it is 
understood, took the position that his 
mututal company, was 
pay the 
present and 


company, as a 
money to 
constituted 


not authorized to 
bureau as at 
organized. 

In brief, a in membership 
will follow the convention’s action on the 
bureau. Some of the companies, how- 
ever, which voted in the negative at New 
Orleans—there are twenty-two — which 
want the bureau discontinued—will con- 
tinue their membership in the A. L. C. 


decrease 


— -— — 





conclusive in the I*ederal Court until set 
aside in a separate and distinct equitable 
proceeding. This statement, of course, is 
subject to the limitation that if the signa- 
ture was obtained by fraud, as, for ex- 
ample, by the substitution of papers, of 
course the instrument is void in the Fed- 
eral Court, the same as in other courts, 
but where the party signing the release 
knew what he was executing, but there 
was fraud in the consideration or in- 
ducement to the execution, it could only 
be set aside in a separate equitable pro- 
ceeding. 

Since, however, the enactment in 1916 
of Section 274b of the Federal Judicial 
Code, the validity of a release may be at- 
tacked in the same action in which the 
suit is brought upon the policy, but the 
release being set up and its validity being 
attacked, the case is immediately con- 
verted into an equity case and should be 
transferred to the equity docket and tried 
by the Court as an equity case without a 
jury. 

Liability of Company Where the Bene- 
ficiary Murders Insured 


It is, of course, everywhere uniformly 
recognized by both the State and the 
Federal Courts that where the beneficiary 
murders the insured, the beneficiary can- 
not recover. But may the legal represen- 
tatives of the murdered insured recover 
on the policy? This is the point upon 
which there is a sharp conflict of opinion 
between the State and Federal Courts, it 
being uniformly held by the State Courts 
that the estate of the insured may recover 
on the policy where the beneficiary mur- 
ders the insured. The State decisions will 
be found collected in a note in 7 A.L.R. 
(828) and also in the Central Law Jour- 
nal for January 5, 1924 (Vol. 97, Page 
1). There seems to be but one Federal 
case, directly in point, and that is the case 
of Spicer v. New York Life Insurance 
Co. (268 Fed. 500, U. S. Circuit Court of 
Appeals for the Fifth Circuit, decided in 
1920). 

A Writ of Certiorari was denied by 
the Supreme Court of the United States 
in this case (255 U. S. 572, 65 L. Ed. 
792), and as this was the only point in 
the case and as the point was fundamen- 


tal, the denial of the application for the 
Writ of Certiorari by the Supreme Court 
of the United States would seem to be 
of special significance. 

The Circuit Court of Appeals for the 
Fifth Circuit in the Spicer case relies 
largely upon certain language of the Su- 
preme Court of the United States in its 
opinion in the case of New York Life Ins. 
Co. v. Armstrong. (117 U. S. 591, 29 L. 
Kd. 997). 

Unless and until there shall be Federal 
decisions contrary to the ruling in the 
Spicer case, it may be assumed that _the 
rule is pretty well established in the Fed- 
eral Courts that there can be no recovery 
by the representatives of the estate of the 
insured, where the beneficiary has mur- 
dered the insured, and, as pointed out, 
this is in direct conflict with the ruling in 
all of the State Courts where the ques- 
tion has arisen. lor a detailed statement 
of such holdings, see note in A.L.R. 


(828). 


Retention of Policy as Ratification by 
Insured of All Statements 


The case of New York Life Insurance 
Company v. Fletcher (117 U.S. 519, 29 L. 
Ed. 934), decided by the Supreme Court 
of the United States in 1886, is a typical 
case, of which there are hundreds in the 
books, where it was claimed that the in- 
sured made truthful answers to the agent 
at the time of the making out of the ap- 
plication, but the agent did not record 
the answers as given by the insured, and, 
thereby, the applicant, by his application, 
represented to the company that he was 
in good health, whereas, as a matter of 
fact, was then afflicted with a mortal 
disease. The company set up the breach 
of warranty as a defence. Witnesses 
were permitted to testify that they heard 
the insured make truthful answers to the 
agent. Among other things, a witness 
testified that he heard the insured say to 
the agent: 


“Your company ought not to insure 
me. You know I have been afflicted 
with kidney disease,” 


and that the agent answered: 
“Just give me your application and 


October 18, 1924 


I will see if I can get it through.” 

(29 L. Ed. 934, 937). 

‘The witness also testified that he did 
not think the paper was read over to the 
insured. 

A copy of the application was attached 
to the policy. The policy was dated De- 
cember 22, 1877. The insured died Sep- 
tember 24, 1880. During this time and 
subsequent to the delivery of the policy, 
the insured retained the policy in his 
possession without reading it or the copy 
of the application thereto attached. 





Reinstatements 
(Continued from page 17) 
time when the application was deliv- 
ered to the branch office in Denver.” 


True, the Court applied the law declared 
“to the facts in this case,” but it cannot 
be said that the doctrine rested on the 
special facts. Interpreting the statutory 
language, “proof of insurability satisfac- 
tory to the Company,” the Court said: 

“It will be noted that the policy does 
not contain any provision in words re- 
quiring the money or the application to 
be received at the home office during 
the life-time of the insured, or that the 
application for reinstatement should be 
passed upon or approved by the defend- 
ant at its home office during the life- 
time of the insured. 

“The fact that the insured died, after 

he had fully complied with the condi- 
tions of his contract, furnished no ground 
for a refusal by defendant to restore 
the policy.” 
We all bow deference to the courts, 
the sensitive guardians of the Consti- 
tution, the life-guards of the Republic. 
But with all respect to the learned Su- 
preme Court of Colorado, I cannot tame- 
ly accept its last word, the ultimate of 
which is (for it announced a rule -of 
general application) that when the appli- 
cant submitted a prima facie showing 
of insurability, the insurer was forever 
concluded. The showing may have been 
false. In such event, I have tried here- 
in to demonstrate that a right of con- 
test would exist in favor of an insurer 
unposed on, even though it actually 
passed the application. 

Those holding a different view may 
urge the insurer’s safety lies in vigilant 
investigation beforehand. The Colorado 
Court’s decision denies the insurer even 
that possibility. It makes the applicant’s 
statement final, be it true or false. It 
thus denies the insurer’s right to de- 
velop the truth. It attributes to the 
insurer the language of the legislative 
composite, and then applies the harsh 
rule of interpretation against the in- 
surer. It interprets a statutory blend of 
factors hitherto always suggesting either 
discretion limited or discretion absolute, 
to uproot discretion altogether, thus 
making the statute a species of self-ex- 
ecuting mandate which the applicant 
can unqualifiedly call into action at will. 
It permits the applicant to become the 
sole arbiter of his insurability, not- 
withstanding the Legislature declared it 
should be satisfactory to the insurer— 
not the applicant, not the Court. It 
makes the legislation, intended to bene- 
fit all policyholders a purely one-sided 
service to representatives of those who 
default in their contracts, to the positive 
detriment of the faithful who do not. 

I cannot think this legislative policy 
contract any more sacred to the repre- 
sentatives of the dead than to the faith- 
ful who are living. In the language of 
the Illinois Supreme Court (Keller v. 
Ins. Co., 301 Ill., 211)— 

“These statutes declare a principle of 
public policy regulating all life insur- 
ance and putting that business on a 
sound financial basis. It is in the inter- 
est of the general public, in that the 
statute aims to guarantee the policyhold- 
er sound insurance. The statute was 
intended as a shield and not as a sword. 
It was intended to protect the frugal 
policyholder who pays his premiums 


in cash, and not to compel insurance 
companies to carry risks where _pre- 
miums are paid in worthless notes.” 
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Endorsed at Home and Abroad 




























Many of the most prominent executives, agents and 


brokers have sent to their homes every week a copy of 


THE EASTERN UNDERWRITER 


They do not want lo miss reading a paper which has 
such unusual sources of information, which presents 
so clearly and picturesquely matters of insurance 
interest, and which is published in the greatest insur- 
ance center of America. 


A vear’s subscription of $8) includes the fifty-two 
regular issues, and in addition thereto the famous 
special sales editions: “The Gold) Book,” devoted to 
fe insurance selling, and “Phe Red Book,” devoted 


to fire and casualty insurance selling. 


There are other special service editions issued during 
the vear of great value to the business, furnished 


Without additional cost to regular subscribers. 


You should read a paper which is accepted as an in- 
surance authority in this country and in twenty-seven 
countries outside the United States and Canada, and 
Which is one of the most widely quoted papers in the 
business of insurance. 
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WHY 


WRITE ACCIDENT 


Because 
The Accident Line | 


supplies an effective approach tor a Lite Insurance sohei- 


tation. | 


Provides 


a ready-made list of Life prospeets—tull information ts in 


the Accident application. 


Widens 


the Agent’s contacts, exposing him to more sales. 





and maintains Life chents; Accident Insurance is mcome 
insurance and guarantees that there will be money to 


inect Life premiums, whatever befalls. 
Farni 
urnishes 


a regular and substantial income, with persistent renew- 
als, which pay the full first year commission. 


Agents can sell the complete Missouri State Life Accident 


Line under a liberal contract direct with the Company. 


MISSOURI STATE LIFE 
INSURANCE COMPANY | 














M. E. SINGLETON, President HOME OFFICE: SAINT LOUIS 
\ \ \ 
Fl, mye ALAR Perfected Brokerage Service on Sub-Standard and | 
A Ns 


HAVANA IN ; Surplus Life and Group Insurance 
1925! 
































